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ABSTRACT 
Tax-effect accounting has been 
controversy since its origin in 
allocation has generally been adopted 
the subject a f 
the 1940s. Tax 
across the English 
speaking world, even though underlying basic issues have 
not been resolved. 
A review of the literature shows that issues such as: 
whether income tax is an expense; whether the provision 
for deferred income tax is a liability~ and whether the 
provision for future income tax benefit is an asset have 
not been resolved because of differing opinions as to 
what is an expense, liability or an asset. 
The development of a conceptual framework in Australia, 
which provides definitions of revenues, expenses, assets 
and liabilities, has provided an opportunity to re-
examine some of the unresolved issues mentioned above. 
Since the conceptual framework, in SAC 4, defines an 
expense in terms of whether it increases a liability or 
reduces an asset the re-examination was directed at 
ascertaining whether the provision for deferred income 
tax satisfies the definition and recognition criteria 
for a liability. The results were inconclusive. However, 
it was possible to conclude that the provision for 
deferred income tax does not readily satisfy the 
criteria in SAC 4. 
An empirical investigation was then undertaken to 
ascertain whether selected user groups treat the 
provision for deferred income tax as a liability. The 
investigation surveyed investment houses, company 
secretaries, auditors and the parties to trust deeds. 
2 
Evidence gathered suggest that investment houses and 
company secretaries treat the provision for deferred 
income tax all a liability. Auditors appear to regard the 
provision for income tax as a deferred credit; not a 
liability. No evidence was found that the parties to 
trust deeds treat the provision for deferred income tax 
in a systematic way. It is concluded that the parties to 
trust deeds do not consider the nature of the provision 
for deferred income tax when negotiating borrowing 
limitation ratio~. 
It is hoped that the finding of this investigation will 
be highly relevant to any review of the standards on 
tax-effect accounting in Australia. 
,, 
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CUAPTBR ONB 
J:N'l'BODUCTION 
1.1 statement of the Problem 
Since its origin in the mid 1940s tax-effect accounting 
(TEA) has been the subject of debate and controversy. 
Disagreement exists on whether income tax is an expense, 
and if it is an expense, whether it should be allocated 
(Chambers, 1968; Barton, 1970). ·There is also 
disagreement as to whether the provision for deferred 
income tax (PDIT) or the deferred tax liability (DTL) as 
it is called, and the provision for future income tax 
benefit (FTB) have the economic substance of liabilities 
and assets respectively (Clarke, 1976). Some studies 
have shown that the provision for deferred income tax, 
in aggregate, will only require a settlement involving 
sacrifice of economic resources in the rather unusual 
situation of a declining entity that is also profitable 
throughout its dying years (Davidson, 1958). The 
disagreement surrounding the definition and treatment of 
the PDIT is further reflected by the differing practical 
methods of applying TEA. The deferred method, the 
liability method, the net-of-tax method, comprehensive 
allocation, partial allocation and the discounting of 
the PDIT are all approaches to applying TEA arising from 
concern about the integrity of the PDIT. 
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The usefulness of information arising out of the tax 
allocation process is also not clear (Dent and 
Rosenfield, 1983; Johns, 1957). 
Tax-effect accounting has been required ·by the 
professional accounting bodies across the English 
speaking world even though most underlying issues remain 
unresolved. There is an international standard on tax-
effect accounting (International -Accounting Standards 
Committee [IASC], 1979). In Austx-alia, the current 
standards are ASRB 1020: ·Accounting for Income Tax (Tax-
effect Accounting) (Accounting Standards Review Board 
[ASRB], 1989) and AAS 3 (Australian Accounting Research 
Foundation [AARF], Public Sector Accounting Standards 
Board [PSASB] & Australian Accounting Standards Board 
[AASB], 1989)1. The rather tentative nature of ASRB 1020 
was clearly indicated in the accompanying comments 
released by the technical editors of the standard who 
noted that •unlike earlier ASRB standards this standard 
has been approved on an interim basis only and will be 
subject of a further detailed review by the 
ASRB" (Australian Society of Certified Practising 
Accountants [ASCPA] , Institute of Chartered Accountants 
in Australia [ICAA], 1994, p. 813). We understand that 
review process is currently ongoing. 
I ASRB 1020 and AAS 3 contain identical accounting standanls. They are referred 
to interchangeably in this work. 
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The Australian regulators are in the process of 
developing a conceptual framework (CF). Statement of 
Accounting Concepts No. 4 ( [AARF], [PSASB] & [AASB], 
1992), (SAC 4), as part of the CF, provides the 
definition and recognition criteria for the various 
elements of financial statements. The approach taken in 
defining these elements in SAC 4 is very similar to that 
adopted by the us (Financial Accounting Standards Board 
[FASB], 1980) and the International Accounting Standards 
Committee (IASC, 1989). All three authorities define 
assets and liabilities first and then define the 
revenues and expenses in terms of their effect on assets 
and liabilities. The IASC definitions have been accepted 
Qy most of its member nations. The definitions of these 
elements are also very similar in terms of their 
specification of the characteristics and the recognition 
criteria. 
SAC 4 was formally withdrawn in June of 1993 by the 
Joint Standing Committee (JSC) of the Australian Society 
of Certified Practising Accountants and the Institute of 
Chartered Accountants in Australia. However, it is 
expected to be reissued with some modifications at some 
future date2. In view of the worldwide acceptanc~ of the 
definition of elements similar to those in SAC 4 it is 
unlikely that when the concept statement is reissued 
there will be any significant changes in the definition 
2 At the time of starting this investigation SAC 4 was a mandatory accounting 
standard. 
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and r~cognition criteria themselves. In the absence of 
SAC 4, reference can be made to the IASC conceptual 
framework (IASC, 1989) The definitions and recognition 
criteria in the IASC framework are in essence the same 
as those in the currently withdrawn in SAC 4. Thus it is 
felt that SAC 4 provides an appropriate framework for 
judging the PDIT. 
The tax allocation process assumes that income tax is an 
expense and it gives ~ise to the provision for deferred 
income tax and the future income tax benefits as balance 
sheet elements. 
The main purpose of this investigation is twofold: (a) 
to examine the provision for deferred income taxes in 
the light of the criteria proposed in SAC 4 to ascertain 
whether it satisfies those criteria; and (b) to survey 
some user groups to ascertain whether they regard the 
PDIT as a liability. 
If the PDIT does not satisfy the definition and 
recognition criteria of a liability then serious 
questions about the nature of its debit counterpart, 
included in the measure of the tax expense, may be 
raised. This may have implications for the whole concept 
of tax allocation. 
16 
1. 2 Siqnifiganga of Study 
An analysis of the PDIT can lead to one of the following 
three conclusions: 
1) The PDIT satisfies 
recognition criteria for a 
the definition 
liability. 
and 
2) The PDIT does not satisfy the definition and 
recognition criteria for a liability. 
3) The PDXT neither clearly satisfies nor is 
inconsistent with the definition and recognition 
criteria for a liability. 
A finding in favour of ( 1) will support the continued 
use of tax allocation whereas if (2) was the conclusion 
it will tend to cast doubt as to the validity of tax 
allocation. A finding in favour of (3) will confirm that 
the conceptual status of the PDIT is still uncertain. 
Irrespective of which of the above outcomes is found to 
be true, an empirical survey of how users treat the PDIT 
will provide additional information on its status and 
should help to gain greater understanding of the issues 
related to tax allocation. 
Combining the possible outcomes of an analytical 
examination of the PDIT with empirical findings on how 
users treat it, gives rise to the following 
possibilities. 
17 
1) The PDIT is "o:osistent with the Cl!'. 
a) Users treat the PDIT as a meaningful 
liability3. 
b) Users do not treat the PDIT as a meaningful 
liability. 
2) The PDIT is not consistent with the CF. 
a) users treat the PDIT as a meaningful 
liability. 
b) users do not treat the PDIT as a meaningful 
liability 
3) The status of the PDIT within the CF is 
uncertain. 
a) Users treat the PDIT as a meaningful 
liability. 
b) users do not treat the PDIT as a meaningful 
liability. 
The strongest case in favour of tax allocation is l(a) 
while the strongest case against is given b¥ 2(b). The 
CF is fundamentally orientated toward ensuring that 
financial information is useful to interested parties in 
the allocation of scarce resources. If the conceptual 
status of the PDIT is uncertain, how users treat it 
becomes more important in determining its status. In 
this regard, 3(a) can be said to support TEA, while 3(b) 
finds against it. l(b) and 2(a) both indicate that the 
status of the PDIT within the CF is inconsistent with 
its treatment by users. On the basis, however, that the 
usefulness of financial information to users is of 
3 Refer to seotion 3.3.9 for a definition of "meaningful liability." 
l 8 
------------------------·------
paramount importance in the CF, 4 2 (a) can be said to 
support TEA and l(b) can be said to be against it. The 
inconsistent conceptual and empirical status of the PDIT 
in l(b) and 2(a), however, considerably weakens their 
significance in positively determining the status of 
TEA. 
It is possible that empirical research into how users 
treat the PDIT may not clearly indicate whether they 
treat it as a meaningful liability. Different users, 
and/or diffarent user groups may treat the PDIT 
differentl~. Even though users might be found to treat 
the PDIT in a mutually incons.:..stent manner, the 
analytical examination in chapter three may still 
provide some basis for ascertaining the status of the 
PDIT. For example, a finding that the PDIT satisfies the 
definition and recognition criteria for a liability in 
SAC 4 will, even though the PDIT may not be consistently 
treated by users, provide a logical basis for claiming 
that the PDIT is a liability. If both the analytical and 
empirical investigations are inconclusive, it may not be 
possible to clarify the status of the PDIT. A finding, 
however, that the status of the PDIT is accompanied by 
significant uncertainty may raise some doubts about the 
tax allocation process. 
4 "Efficient allocation of scarce resources will be enhanced if those who make 
resource allocation dccisions ••. ,have the appropriate financial information on 
which to base their decision•. General purpose financial reporting aims to 
provide this infonnation." (AARF, PSASB & AASB, 1990b, para.l3). 
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As mentioned before the Australian Accounting Research 
Foundation is currently engaged in a review of ASRB 1020 
(ASRB, 1989) . It is hoped that findings of this study 
will have some relevance to that review. 
1.3 Outline of Studv 
Chapter two traces historically the debate on 
interperiod allocation of income taxes. A comprehensive 
review of the professional and academic literature is 
undertaken to identify the main issues invoJ.ved and the 
positions taken by the proponents and opponents of TEA. 
The importance of the PDIT in the context of tax 
allocations is also established. 
Chapter three critically examines the PDIT against the 
definition and recognition criteria for a liability in 
SAC 4. In particular the PDIT is judged against the 
following criteria: the requirement to sacrifice 
economic resources or service potential; the existence 
of a present obligation; the need for an obligation to 
be to an external party; the occurrence of a past 
transaction or event giving rise to the obligation; the 
probability of settlement of the obligation and the 
measurability of the amount of obligation. The issue of 
whether the PDIT should be treated as an aggregate item, 
or a combination of unique singular timing differences 
is also discussed. It was not possible to reach a firm 
20 
conclusion overall about the nature of the provision for 
deferred income tax. Based on the analysis contained in 
chapters two and three the following general hypothesis 
was formulated: 
Hal: users of general purpose financial reports 
do not treat the PDIT as a meaningful liability. 
Chapter four outlines the basic research design for 
empirically determining how users treat the PDIT. A 
number of user groups are selected for opinion surveys 
and justification is given for their inclusion. These 
groups include investment houses, auditors and company 
secretaries. The study also encompasses a survey of debt 
contracts - past and present, to examine how the debt 
limitation clauses treat the PDIT. The current 
literature (for example, Whittred and Zimmer, 1986; Tay, 
1987) suggest that in Australia about 10% of the debt 
contracts specifically include PDIT as a liability 
whereas 20% of them specifically exclude it in the 
calculation of debt/equity and/or debt asset ratios. The 
status of PDIT in the re~aining 70% thus becomes crucial 
in the determination of its status as a liability. A 
number of hypotheses are the~ developed to test if there 
is a systematic relationship between the no mention 
deeds and the financial structure of the borrowing 
corporation. 
21 
Chapter five discusses the research methodology used to 
survey the groups identified in chapter four. The 
chapter outlines how the various population samples were 
obtained, the methods used to obtain data, and the 
manner in which the data is analysed. 
Chapter six summarises the data collected and the 
statistical treatment of them. Details of the main 
findings from each of the surveys are also presented. 
Chapter seven gives the general conclusions of the study 
and indicates the scope for further research in this 
area. 
1. 4 Limitations of Studv 
Although this study is expected to have significant 
implications for interperiod allocation of income taxes, 
it is mainly focused on the PDIT, particularly its 
nature and treatment by users. While an examination of 
the issues concerned with the nature and treatment by 
users of the future income tax benefit£ could shed 
further light on the issues concerning TEA and the PDIT, 
this study is confined to the PDIT only. 
It should also be noted that the nature and treatment of 
the PDIT is not the only issue which determines the 
desirability of TEA. There may be other relevant issues 
22 
such as matching. Another limitation of the study is 
that it does not survey all the potential user groups of 
general purpose financial reports; for example, trade 
unions, government, shareholders, trade creditors and 
consumer groups were not surveyed. 
23 
~IAPTBR 2 
HISTORY AND BACKGROUND 
2 .1 Applying the Matching Prine iple 
TEA is based on the assumption that income tax is an 
expense that needs to be •matched" with revenue. Income 
tax, however, is payable on taxable income not 
accounting income. Accordingly, income tax payable does 
not incorporate the tax-effect of all transactions but 
only those deemed, by relevant tax legislation, to be 
assessable or deductible. The objective in TEA is to 
ensure that the reported income tax expense incorporates 
the tax-effect of all transactions, regardless of 
deductibility or assessability. 
Historically, the development of TEA was associated with 
the emergence of income tax as an important source of 
government revenue. Before the Second World War, 
countries that levied income tax tended to adopt very 
low tax rates, and a very simple definition of taxable 
income. Earlier this century Canada actually imposed 
income tax on accounting income rather than develop a 
legislative definition of taxable income. As taxable 
income and accounting income were similar, income tax , 
expense generally equalled income tax payable. Moreover, 
since income tax rates were low, the tax-effect of any 
24 
difference between taxable and accounting income tended 
to be immaterial. These factors resulted in accountants 
showing little interest in tax-allocation issues. The 
Second World war, however, produced major changes in 
revenue raising measures. 
income tax began to 
The incidence and rate of 
rise. Furthermore, for 
administrative reasons, income tax legislation began to 
define •taxable income•, as governments began to 
recognise that income tax, being a c::'lsh levy, should be 
calculated by assessing revenue and allowing deductions 
based more on thE~ receipt and payment of cash, than the 
full accrual accounting used by accountants (Chatfield, 
1974, p. 210). 
Besides these changes the income tax system was 
increasingly being used as an avenue of fiscal policy. 
The shift to fiscal economics and the change in 
administrative measures meant that taxable income and 
accounting income began to increasingly diverge. Higher 
rates of income tax, and larger differences between 
taxable and accounting income, meant that the 
calculation of income tax expense, based on accounting 
income began to significantly differ from income tax 
payable, which was based on taxable income. As income 
tax was reuarded by some accountants as an expense that 
should follow ac::::ount.:ir,g ir:.c0m.;, there was considerable 
discussion within the accounting profession as to how 
income tax expense should be reconciled with income tax 
actually payable. 
25 
2 .a Pre-19ti.i..L.._l1Aflthor to Allogote and Bow Mugb to 
Allegate? 
The first authoritative pronouncement on tax allocation 
was issued by the Committee on Accounting Procodure of 
the American Institute of Accountants in 1942 (American 
Institute of Accountants [AIA], 1942). Accounting 
Research Bulletin (ARB) ARB No. 18 (ARB 18) address~d 
the problem of accounting for the tax-effect of 
extraordinacy charges arising from the unamortised 
discounts on the redemption of bonds before maturity. 
The practice at the time was to book the unamortised 
charge directly against retained earnings, but disclose 
the corresponding credit to income tax as an adjustment 
in the income statement of the current year. ARB 18 
sought to change this practice by requiring that the 
extraordinary charge and the corresponding tax entry be 
treated consistently. 
ARB 18 had a very limited application; it was 
nevertheless the first authoritative pronouncement 
expressing the need to •match• the treatment of income 
tax with the underlying accounting transaction. ARB 18 
began the requirement for tax allocation. It was obvious 
that differences between taxable and accounting profits 
were not confined to discount on bonds. Two members of 
the committee responsible for issuing ARB 18 recognised 
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its sweeping application. 
"The situation covered in the bulletin (ARB 18) is 
only one of many instances in which accounting for 
general corporate purposes may differ from accounting 
for income taxes 1 and they, therefore fe,~1. that ther.e 
is no justification for singling out unamortized 
discount for special consideration. " (Chamberlain, 
1958, p.24) 
This potential for wider application was to some extent 
reflected in Accounting Research Bulletin No. 23 (AIA, 
1944) issued in 1944. ARB 23 focused on transactions of 
a material and extraordinary nature similar to the 
unamortised bond discount issue canvassed in ARB 18. Of 
greater significance, however, was the declaration in 
ARB 23 that "income tax was an expense and henceforth 
should be allocated as such' (AIA, 1944, p.2). 
Whether income tax is an ~xpense is fundamental to tax 
allocation. If income tax is not an expense there is no 
need to match income tax with revenue and accordingly, 
no need to allocate income taxes. Despite the importance 
of the tax expense issue the statement in ARB 23 was 
made without any explicit justification. By treating 
income tax as an expense, ARB 23 had effectively avoided 
the expense/allocation controversy. ARB 23 I however, 
represented the offid.al position of the American 
Institute of Accountants. Accordingly, the assumption 
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that income tax was an expense had the effect of 
promoting the cause of tax allocation. A substantial 
body of opinion, however, held and still holds that 
income tax is not an expense but a distribution of 
income (Barton, 1970; Chambers, 1968; Henderson and 
Peirson, 1988; Hill, 1957;) o They argue that: 
* expenses are incurred to generate revenues, income 
taxes are not; 
* income tax is only payable if taxable income is 
derived, expenses are incurred regardless; 
* a payment based on income cannot be a determinant of 
income; and 
* that both taxpaying and non-taxpaying firms receive 
the same rights and benefits from government, the 
collector of income tax. 
on the other hand those who regard income tax as an 
expense point out that: 
* income tax involves a payment of cash not available 
for dividend or any other purpose; 
* it is a cost of carrying on business; and 
* that income tax is subject to some form of management 
control (Baylis, 1971; Moonitz, 1957; Spacek, 1968; Van 
Hoepen, 1981) o 
28 
While the controversy about the nature of ITE went on, 
ARB 23 and other tax allocation standards have been 
predicated on the assumption that income tax was an 
expense. 
Accepting that income tax is an expense does not mean 
that it must be allocated. Those who favour the 
flow-through method of tax accounting (Johnson, 1961) 
accept that income tax is an expense, but argue that it 
should not be allocated. They point out that income tax 
is levied on taxable, not accounting income and argue 
that income tax cannot be functionally related to 
acc•.mnting income. They also hold that income tax is not 
assessed on individual items, and that tax allocation 
results in uncertain amounts being recognised in the 
balance sheet. 
Proponents of tax allocation believe that tax allocation 
achieves better matching because it relates tax expense 
directly to earnings. They also believe that tax 
allocation provides a better evaluation of prospective 
cash flows, and point out that uncertainty in accounting 
is not unique to deferred taxes (Baylis, 1971; Moonitz, 
1957). 
The next stage in the steady move towards a general 
standard of TEA was the release of Accounting Research 
Bulletin No. 27 (AIA, 1946) and Accounting Research 
Bulletin No. 42 (AIA, 1952). ARB 27 and ARB 42 dealt 
with the issue of accelerated depreciation arising when 
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the US Internal Revenue Code allowed uemergency 
facilities• (plant and equipment connected with the war 
effort) to be fully depreciated for income tax purposes. 
ARB '27 & 42 required the tax-effect of accelerated 
depreciation to be deferred, though at that stage the 
accounting profession was unsure whether the deferred 
tax amount should be shown as a liability or a reduction 
in the value of the corresponding asset {net-of-tax 
method). 
After issuing ARB, 27 and 4'2 the accounting profession 
attempted to consolidate and reaffirm its position on 
TEA qy issuing Accounting Research Bulletin No. 43 (AIA, 
19531 in 1953. ARB 43 was a consolidation of all 
previous statements but did include some new provisions 
relating to the use of appropriate tax rates when 
deferring taxes (liability method) and the treatment of 
carry-forward losses. These provisions represented an 
early attempt to address some issues that arose from the 
adoption of tax allocation, and have since become major 
areas of disagreement between advocates and opponents of 
TEA. At the time, however, the profession was only 
beginning to recognise the need to address these issues. 
Up to 1953 developments in TEA centred on the issue of 
various statements aimed at addressing specific 
concerns, for example, bond discounts and emergency 
facilities. In dealing only with extraordinary items, 
the perceived problem of tax allocation had a narrow 
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application as most reporting entities did not have to 
deal with it. The situation changed dramatically, 
however, in 19 54 when the Internal Revenue Code 
entrenched the concept of accelerated depreciation into 
us tax law. Nearly all us companies were now affected by 
the tax allocation issue. The accounting profession 
responded with Accounting Research Bulletin No. 44 (AIA, 
1954) in 1954. ARB 44 generally only reiterated the tax 
practice given in previous statements. The accounting 
profession recognised, however, that the changes to the 
internal revenue code meant that ARB 44 had a much wider 
application, and that greater attention would need to be 
focused on how deferred taxes, caused by accelerated 
depreciation, should b,-~ treated. 
The wider application of ARB 44, and the subsequent 
attention given to the treatment of deferred taxes, 
started the "comprehensive allocation"/"partial 
allocation" debate. The comprehensive/partial allocation 
debate centred on disagreement over the degree to which 
deferred taxes should be recognised in the balance 
sheet. The advocates of comprehensive allocation hold 
that only the allocation of All timing differences can 
produce a meaningful PDIT. They believe that partial 
allocation, 
differences 
by not recognising recurring timing 
(timing differences that recur and are 
continually being replaced by new timing differences), 
produces misleading information; because future changes 
in tax legislation and/or economic conditions make it 
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impractical to predict whether a timing difference will 
crG.::ur. They also hold that, although the PDIT never 
appears to settle, neither does accounts payable, yet no 
one would seriously suggest that this is sufficient 
reason for not recognising creditors. They point out 
that comprehensive allocation eliminates the judgement 
required in determining whether to defer a timing 
difference, and that as the PDI'l' represents an interest 
free loan from the government, comprehensive allocation 
iS~ necessary to show its full impact on the reporting 
entity's total capitalisation (Baylis, 1971; Jaedicke & 
Nelson, 1960; Van Hoepen, 1981). 
Advocates of partial allocation, however, disagree with 
the above. They point out that partial allocation 
discloses the net cash flow effects of tax deferral. 
That the PDIT account cannot be compared to accounts 
payable because accounts payable consists of a number of 
legally enforceable debts that are individually paid and 
replaced with new legally enforceable obligations. The 
PDIT is not a legal obligation and is often never 
settled in cash. It can, for example, be eliminated by 
way of tax or accounting losses. Finally, although 
future uncertainty makes it possible that a recurring 
timing difference will not be replaced, the reality is 
that comprehensive allocation produces a PDIT that grows 
in size over time. (Barton, 1970; Buckley, 1972; 
Chambers, 1968; Clarke, 1976; Wise, 1986) 
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The comprehensive/partial allocation debate remains an 
unresolved issue. The principle reason for this is that 
whether one supports comprehensive or partial allocation 
relates to one's interpretation and chosen definition of 
what is a liability. The lack of a universally agreed 
upon definition of a liability partly explains some of 
the confusion experienced by standard setters. For 
example, in 1954, ARB 44 did not require the deferral of 
recurring timing differences (partial allocation), yet 
four years later, when ARB 44 was revised, deferral of 
all timing differences was made mandatory (comprehensive 
allocation) . 
The comprehensive/partial allocation debate has been the 
subject of considerable research. Of particular 
significance was Sidney Davidson's article on the 
tax-effect of accelerated depreciation (Davidson, 1958). 
Using a simulation model. Davidson showed that a static 
or growing firm could look forward to an ever-increasing 
tax saving and hence PDI'r account (a case for partial 
allocation). Davidson's article created a great deal of 
interest because accelerated depreciation was considered 
a major cause of tax-deferral (Livingstone, 1967). 
In 1967 Price Waterhouse completed an empirical study 
into the behaviour of the PDIT account. Price Waterhouse 
examined 100 companies over a thirteen year period 
(1954-1967) and found that charges to the PDIT account 
exceeded reductions (reversals) by a factor of 48 to 1. 
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Moreover, for most firms the PDIT, in aggregate, grew 
rapidly over time. These results w~re consistent with 
Davidson (1958) and prompted Price Waterhouse to 
question whether the PDIT was a liability. Since 1967 
several other independent studies on the behaviour of 
the PDIT account have confirmed the initial Price 
waterhouse results. (Bartholemew, 1986; cawsey, 
Dipchand, Laiken and Prout, 1973; Herring and Jacobs, 
1976; Wise, 1986). 
Although empirical evidence favours partial allocation, 
it has failed to resolve the partial 
allocation/comprehensive allocation debate. The 
advocates of comprehensive allocation accept that the 
PDIT increases over time for most firms¥ but argue that 
settlement nevertheless occurs because all timing 
differences are unique and must by definition settle 
when they individually reverse (Baylis, 1971; Van 
Hoepen, 1981). The normative arguments and empirical 
evidence in favour of partial allocation has, however, 
found some support. The United Kingdom adopted partial 
allocation in 1978, SSAP 15 (Institute of Chartered 
Accountants in England and Wales [ICAEW], 1978). 
Australia, however, has retained the comprehensive 
approach (ASRB, 1989) . 
The comprehensive/partial allocation debate shows that 
accountants were concerned about the nature and status 
of the PDIT. This concern arose primarily out of the 
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earlier decision that income tax was to be regarded an 
expense and that it should be allocated. While the 
accounting profession might be said to have tacitly 
accepted the expense/allocation assumption, acceptance 
did not imply that the corresponding asset or liability 
recognised in the balance sheet need not be meaningful. 
The uncertainty generated by the unresolved tax 
expense/ allocation assumption was increasingly being 
addressed in terms of whether the PDIT was a liability. 
This general shift in debate away from the expense issue 
to the balance sheet can be called a "balance sheet 
approach 11 to TEA. The balance sheet approach 
characterises much of the discussion in TEA and clearly 
established the PDIT as an important if not critical TEA 
issue. 
In the eight years following the release of ARB No. 44 
several technical statements on specific areas were 
released including: ARB No. 51, Consolidated Financial 
Statements (AIA, 1959); APB No. 1, New Depreciation 
Guidelines (American Institute of Certified Public 
Accountants [AICPA], 1962a); APB No. 2, Accounting for 
the Investment Credit, (AICPA, 1962b); and APB No. 4, 
(AICPA, 1964) which amended APB No. 2. While the 
official pronouncements tended to focus on specific 
issues there was, however, a growing recognition Qy the 
accounting profession that the increasing complexity of 
tax law required a general re-examination of TEA 
(Plunkett and Turner, 1988). 
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2.3 ).S66 - 1982: How Mugh to Allogate and Bow to 
All.Jl.P.&Ji.tl 
In 1966 the llmerican Institute of Certified Public 
Accountants (AICPA) formally released Accounting 
Research Study No. 9 (ARS 9), Interperiod Allocation of 
Corporate Income Taxes (AICPA, 1966). The study was a 
mctjor examination of TEA issues. Unfortunately, however, 
the issue of whether income tax was an expense that 
should be allocated \'las not examined (Defliese, 1966} . 
The reason given for this apparent omission was that 
developments in TEA had gone beyond these fundamental 
questions. Accordingly, the issue was no longer one of 
allocation versus non allocation but a little allocation 
versus a lot of allocation. ARS 9 focused on examining 
several practical methods of applying TEA including the 
deferred method, the liability method, the net-of-tax 
method, comprehensive allocation, partial allocation and 
the discounting of PDITs. 
The reason for examining various methods of applying TEA 
in ARS 9 was to determine which method or combination of 
methods was the most appropriate. As each method was 
primarily concerned with the nature of the PDIT or FTB, 
ARS 9 was, in effect, a study principally focused on 
determining which method, or combination of methods, 
produced the most meaningful balance sheet items. The 
attention given in ARS 9 to balance sheet issues 
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demonstrated that despite the apparent preference for 
the principle of matching, which treated the income 
statement as supreme, and endorsed the off-loading of 
residuals to the balance sheet (Beechy, 1983), the 
debate on TEA remained concerned about the balance 
sheet. ARS 9 recommended the adoption of the liability 
method with comprehensive allocation. It also called for 
the discounting of PDIT to a present value figure. The 
liability method, and discounting the PDIT, both support 
a view that the PDIT reported from applying TEA should 
have economic substance. 
Following ARS 9 the AICPA issued APB 11 in 1967 (AICPA, 
1967). APB 11 was the first general standard on TEA and 
it established the broad guidelines for tax allocation. 
APB 11 did not, however, follow all of the 
recommendations in ARS 9~ In particular it adopted the 
deferred method, rather than the liability method, and 
did not allow the discounting of the PDIT. By adopting 
the deferred method, APB 11 required the tax-effect of 
timing differences to be calculated using income tax 
rates applicable in the year of the originating entry. 
Future reversals of timing differences were to be 
accounted for using the same historical income tax rate. 
Consequently, the deferred method ignores changing tax 
rates. The objective of the deferred method is to spread 
the cost or benefit of an originating timing difference 
over the periods in which the difference reverses. As a 
result the balance sheet entries (the PDIT or FTB) are 
37 
not considered assets or liabilities per se, but 
deferred charges or credits to be allocated among future 
periods. 
By adopting the deferred method APB 11 was clearly 
~dopting a matching (profit and loss) approach towards 
the application of TEA. The shift in emphasis away from 
the "balance sheet perspectiveu in APB 11 did not mean 
that concern over the representational faithfulness, and 
economic substance of the PDIT had been resolved. In 
fact APB 11•s shift. away from a balance sheet 
perspective partly explained future dissatisfaction with 
the standard (Plunkett and Turner, 1987). 
In 1976 the Financial Accounting Standards Board (FASB) 
issued FASB Interpretation NO. 22 (FASB, 1976). FASB NO. 
22 was issued to clarify the general treatment of a 
series of specific standards which granted special 
exemptions to the comprehensive allocation method 
prescribed in APB No. 23 (AICPA, 1972). These special 
exemptions did not require comprehensive allocation to 
be applied when accounting for undistributed earnings of 
subsidiaries; bad debt reserves of savings and loan 
associations; and policyholders• surplus of stock life 
insurance companies. Some accountants were treating 
these special exemptions as tacit authority for the 
complete abandonment of comprehensive allocation. The 
FASB, b¥ releasing Interpretation No. 22, made it quite 
clear that the special exemptions outlined in APB No. 23 
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were to be strictly applied. That is they did not form 
any basis for the non-recognition of recurring timing 
differences, and therefore the adoption of partial 
allocation. 5 
The pressure for a revision of APB 11 continued to grow 
during the 1970s. The gradual decline in us income tax 
rates in the late sixties, and throughout the 70s, 
further highlighted the problem of recognising and 
carrying forward a PDIT using historical rates when 
current income tax rates were considerably lower. 
Moreover, the movement towards a conceptual framework of 
accounting in the united States, prompted a more general 
discussion on the nature of liabilities. In 1980 the 
FASB observed in Appendix B of its Statement of 
Financial Concepts 3 (SFAC No 31 (FASB, 19BO), that the 
balance sheet items resulting from applying the deferred 
method in APB 11 did not readily conform with the 
accepted definition of an asset or a liability. These 
developments reflected a gradual shift back to a balance 
sheet orientation towards TEA. By 1982 developments had 
progressed to the point where the FASB began yet another 
review of TEA. 
5 The motivation of those accountants seeking to adopt a form of partial allocation 
may have been connected with an aim to increasing profits by reporting a lower 
tax expense figure. At the conceptual level, however, there was continuing debate 
over the representational faithfulness and economic substance of the PDIT 
recognised when applying APB 11. 
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2.4 1982 - 1987; Rgw to Allogate 
Ernst and Whinney completed a detailed study of TEA for 
the FASB in 1983 (FASB, 1983). The study re-examined TEA 
by presenting arguments for and against each of the 
alternative methods. The study also concluded that 
income tax was an expense; justifying this by pointing 
out that the definition of expense in the US conceptual 
framework classified income tax as an expense because it 
< 
was not a distribution to owners (FASB, 1980). Ernst and 
Whinney•s reference to the conceptual framework further 
confirmed its growing importance to the TEA debate. The 
formal definition of an asset and a liability adopted in 
the us conceptual framework was prompting accountants to 
rethink TEA issues. 
After much discussion and a public hearing into TEA, 
held in 1984, the FASB finally issued a revised TEA 
standard in 1987, SFAS No. 96 (FASB, 1987). SFAS No. 96 
adopted the liability method of TEA. The liability 
method required the tax-effect of timing differences to 
be calculated using income tax rates expected to be in 
force when timing differences reverse. The adoption of 
the liability method represented formal recognition that 
the PDIT should be a liability reflecting a probable 
sacrifice of future economic resources. Moreover, SFAS 
No. 96, which did not permit an FTB to be recognised 
unless it reduced income tax otherwise paid or payable, 
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was consistent with the conceptual framework which 
sought the disclosure of economically meaningful assets 
in the balance sheet. 
SFAS No. 96 has not resolved any TEA issues. Debate 
about comprehensive/partial allocation, the discounting 
of the PDIT, and whether income tax is an expense that 
should be allocated is still going on. SFAS No. 96 is, 
however, consistent with the belief tha~. invoking the 
matching principle in justification of TEA should not 
produce representationally unfaithful elements in the 
balance sheet. 
2.5 The Australian Experience 
The development of TEA in Australia was not associated 
with the same level and scope of debate and discussion 
as was the case in the USA. Evidence suggests that the 
justification given for TEA in Australia was often based 
on practices adopted overseas (AARF, PSASB & AASB, 
1989). The Australian scene, however, can be 
distinguished from the us in two areas. Firstly, the 
Australian accounting profession was never really 
comfortable with the deferred method, and generally 
favoured the liability method of TEA. Secondly, much of 
the debate and subsequent revision of exposure drafts 
and accounting standards on TEA in Australia, was 
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prompted Qy concern over the •corr~ctu treatment of FTBs 
and accounting losses. 
Australia • s first exposure draft on TEA was issued in 
November 1967 (Institute of Chartered Accountants in 
Australia [ICAA], 1967). Although the liability method 
was not specifically prescribed in Australia until the 
release of DS4 in 1974 (ICAA, 1974), the exposure draft 
ED1 issued in 1967 (ICAA, 1967) supported its use. This 
preference for the liability method was at oQ1s with the 
position adopted in the USA at the time, and reflected 
early concern by the Australian profession, that the 
PDIT be meaningful and not simply a deferred credit in 
the balance sheet. Australian concern to disclose . a 
meaningful liability was again illustrated in 1981, when 
the Australian Accounting Research Foundation (AARF) 
released ED3 (AARF, 1981). In ED3 the AARF proposed that 
the "PDIT should not be carried forward where there was 
any reasonable doubt of sufficient future taxable income 
to cause the PDIT to become payable (reverse) " (AARF, 
1981, para.57), (a form of partial allocation). The 
proposal, however, was not finally adopted, possibly 
because of the practical difficulties of objectively 
defining "beyond reasonable doubt'' . 6 
The nature of the FTB disclosed in the balance sheet was 
also of concern to the Australian profession. 
6 The recognition oi the FfB was subject to a similar test. The doctrine of 
conservatism, however. probably ensured the retention of the test for the FTB. 
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Conservatism implied that an FTB should not be 
recognised if its realisation was uncertain. As this was 
considered to be the case, timing differences and tax 
losses were not to be carried forward as an FTB unless 
their realisation was "v.irtually certain". The "virtual 
certainty" position was not, however, universally 
accepted. A substantial body of opinion considered 
"virtual certainty~ to be too strict an interpretation 
(Bartholemew, 1986). Furthermore, the policy was 
inconsistent with the recognition criteria for PDITs. In 
reply to these arguments the Australian profession moved 
to soften the virtual certainty test by requiring that 
the reversal of the FTB need only be "reasonably 
expected" (ICAA, 1974). 
The concept of reasonable expectation did not endure 
long. By 1976 evidence that some companies were using 
the standard to reduce reported losses, by raising an 
FTB and crediting income tax expense, led to the 
re-introduction of the virtual certainty test for income 
tax losses (Clarke, 1976). The general restriction on 
the carrying forward of timing differences, apart from 
tax losses, was also tightened by requiring their 
reversal to be "beyond reasonable doubt" (ICAA, 1974). 
The test for the recognition of the FTB in DS4 is still 
in use (ASRB, 1989). 
The debate surrounding the reporting of the FTB in the 
balance sheet clearly demonstrates that a credit to 
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income tax expense was unacceptable if the resulting 
FTB had no economic substance. Furthermore, the early 
acceptance of the liability method in Australia, the 
suggestion that the PDIT be partially allocated in 1981, 
and the concern surrounding the reporting of the FTB, 
all indicate an Australian approach to TEA, which was at 
variance with that of the USA. Generally speaking, the 
Australian approach was characterised by concern that 
the deferred credits and charges arising out of tax 
allocation must be representationally faithful assets 
and liabilities. 
2. 6 TEA; A Balance Sheet Perspective 
Historically, TEA has been justified with reference to 
matching. The matching principle treats the income 
statement as supreme, and deferred charges and credits 
are merely seen as residuals to be off-loaded to the 
balance sheet (Beechy, 1983). But as we have noted 
before the interpretation of these deferred debits and 
credits was always a matter of concern, although 
subordinated to the concept of matching. 
As matching fell out of favour in the conceptual 
frameworks in various jurisdictions (for example the USA 
and Australia) attention started to be focussed more and 
more on the representational faithfulness of the items 
appearing in the balance sheet. 
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Some have also argued that because the balance sheet fuld 
the profit and loss statement articulate with each 
other, the effect on the balance sheet could have 
consequences for the treatment of income tax expense in 
the profit and loss account (Clarke, 1976; Li. 1961; 
Price waterhouse, 1967; Wines, 1991). 
The impact of the CF on the TEA debate, however, extends 
beyond providing a general definition of cu, asset and a 
liability. By defining an expense as an increase in a 
liability or a reduction in an a.sset, SAC 4 (AARF, PSASB 
& AASB, 1992, para.101) has shifted the emphasis away 
from the profit and loss statement (matching principle) 
approach to the reporting of revenue and expenses, to a 
balance sheet orientation. This approach firmly 
establishes the liability as the focal point of 
determining whether income tax is an expense that should 
be allocated. Moreover, the CF • s move away from 
accountability as the main objective of financial 
information to one of providing "useful•• information for 
the allocation of scarce resources, leaves little doubt 
that the PDIT should be of economic substance. This 
shift in emphasis has led some accountants to question 
the whole basis of TEA (Wines, 1991). 
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2 I 7 summary 
A degree of controversy surrounds just about every major 
issue in TEA. In particular, whether the PDIT is a 
meaningful balance sheet item remains unresolved. The 
failure of the literature to clarify the status of the 
PDIT, reflects the difficulty of resolving controversies 
which include issues of a definitional nature. By 
providing a set of criteria against which the PDIT can 
be measured, the CF has provided accountants with a more 
objective basis of examining the nature of the PDIT. The 
extent to which the PDIT satisfies the definition and 
recognition criteria of a liability in the CF, will 
indicate at an analytical level, whether the PDIT is a 
liability. 
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CBAPTBR 3 
TAX-EFFECT ACCOUNTING AND THE CONCEPTUAL 
FRAMEWORK 
3.1 Introduction 
The purpose of this chapter is to examine the extent to 
which the PDIT is consistent with the definition and 
recognition criteria for a liability as provided in SAC 
4. SAC 4 defines an expense in terms of increases in 
liabilities, or decreases in an assets (AARF, PSASB & 
AASB, 1992, para. 101). Thus whether the PDIT is a 
liability will determine whether tax allocation gives 
rise to an expense. Accordingly, the status of the PDIT 
will indicate, on an a priori basis, whether TEA is 
appropriate. 
3. 2 The conceptual Framework and Accounting 
StandardQ. 
The Australian CF currently consists of four statements 
of accounting concepts (SAC): SAC 1, "Definition of a 
Reporting Entity• (AARF, PSASB & AASB 1990a) ; SAC 2, 
aobjective of General Purpose Financial Reports" (AARF, 
PSASB & AASB 1990b); SAC 3, •Qualitative Characteristics 
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of Financial Information• (AARF, PSASB & AASB, 1990c); 
and SAC 4, •Definition and Recognition of the Elements 
of Financial Statemc:mts" (AARF, PSASB & AASB, 1992). 
The idea of a CF is to provide the rule makers with a 
basis for developing accounting practice. It is also 
expected to guide in some way the preparation and 
presentation of external financial reports. 
ASRB Release 100 (ASRB, 1990), formally documents the 
criteria the AASB uses when assessing accounting 
standards. Despite the lack of legislative backing for 
the CF the Australian Accounting Review Board (now 
AASB), in ASRB Release 100, considers it entirely 
appropriate, for preparers and auditors of GPFRs to 
refer to and apply the provisions of the CF. The 
endorsement of the CF as a mechanism for ensuring 
financial statements are "true and fair" establishes it 
as an important model for professional accountants. The 
recent decision by the Joint Standing Committee of the 
two accounting bodies (ASCPA and ICAA 1993), on the 17th 
June 1993, to remove the mandatory status of the CF on 
its members (see APS 1) (ASCPA and ICAA 1992), does not 
diminish the fundamental importance of the CF to 
financial reporting in Australia. The accounting bodies 
have declared their continued strong support of the CF 
•as a.n important part of the standard setting 
process ... providing guidance to standard setters" (Joint 
Standing Committee, press release, 17th June 1993). 
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ASRB release 100, outlines various criteria to be used 
in the evaluation of accounting standards. Among other 
things, the criteria require any proposed standard to 
satisfy the requirements of SAC 2 and SAC 3. Currently, 
ASRB release 100 makes no mention of SAC 4. It does, 
however, require proposed accounting standards to be 
consistent with existing statements of accounting 
concepts (ASRB, 1990, para.34). This requirement would 
appear to effectively encompass the provisions of SAC 4. 
The detailed nature of accounting standards and the fact 
that many predate the CF can result in potential 
conflict between the provisions of the CF and accounting 
standards. In these circumstances both the AASB and the 
ASCPA/ICAA require existing accounting standards to 
prevail. The prominent position given to accounting 
standards is based on a view that resolving any 
potential inconsistency between an accounting standard 
and the CF will take time. In the interim the interest 
of consistent financial reporting will be better served 
by allowing for the short-term precedence of existing 
accounting standards over the CF. Precedence of 
accounting standards does not, however, imply their 
superiority over the CF. In the long-term the CF should 
prevail and individual standards will be adjusted to be 
consistent with the CF (Mcgregor, 1990). 
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3,3 Conceptual Framework: Definition and 
B§cognition Criteria 
Unless an accounting element satisfies the prescribed 
definition and recognition criteria in SAC 4 it should 
not be formally recognised in a general purpose 
financial report (AARF, PSASB, AASB, 1992, para.lOl. The 
approach taken in SAC 4 implies that all accounting 
elements can be effectively evaluated against the 
definition and recognition criteria outlined in the 
statement. It is possible, however, that SAC 4 will not 
positively clarify the status of all accounting items. 
If any doubt arises on the extent to which an accounting 
item satisfies the relevant definition and recognition 
criteria, one of the following conclusions might be 
reached. Firstly, SAC 4 has failed to adequately specify 
the nature of 
secondly, the 
the relevant accounting element 
item itself does not have all 
or, 
the 
essential characteristics of the element. This study 
does not question the validity of the conceptual 
framework. Accordingly, a finding that the PDIT does not 
readily satisfy the criteria in SAC 4 will be taken as 
indicating that the PDIT be subject to further empirical 
research in an attempt to clarify its status. 
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SAC 4 defines a liability as follows: 
M the future sacrifice of service potential or future 
economic benefits that the entity is presently obliged 
to make to other entities as a result of past 
transactions or other past events." (AARF, PSASB & 
AASB, 1992, para. 46) 
The definition has four essential attributes. 
1) The settlement of a liability must require the 
sacrifice of service potential or economic benefits. 
2) There must be a present obligation. 
3) The obligation must be to an external party. 
4) The past transaction or event giving rise to the 
obligation must have already occurred. 
To satisfy the definition of a liability the PDIT must 
possess each one of these attributes. 
For formal recognition in the books of account two 
additional conditions must be met: (1) that the 
settlement of the liability is probable; and (2) that 
the liability can be reliably measured. The PDIT will be 
examined against the above conditions. 
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The final stage of the analysis of the PDIT will focus 
on some of the general commentary in SAC 4. The appendix 
to SAC 4 includes substantial commentary on accounting 
issues aimed at providing general guidance on the 
application and interpretation of the main definitions 
in the body of SAC 4. Of particular importance to an 
examination of the PDIT is the identification of what 
are referred to as noon-reciprocal transfers.u 
Non-reciprocal transfers are outward transfers of assets 
or services for which an entity receives no direct 
value. The concept of a non-reciprocal transfer is given 
special attention in SAC 4, and income tax is 
specifically identified as such a transfer. In light of 
the attention given to non-reciprocal transfers by SAC 
4, we will examine whether the allocated portion of 
income tax expense is consistent with the prescribed 
treatment of non-reciprocal transfers. 
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3.3,1 ruture Sacrifices of Service Potential or 
Future Bgonomig Benefits 
Does the settlememt of the PDIT require the sacrifice of 
future service potential or economic benefits? As the 
PDIT can be reduced by arbitrary events, such as a 
reduction in co1~orate income tax rates, the first step 
in examining the question of PDIT settlement is to 
clarify exactly what is meant by the te:rm ~settlement.~ 
The existing literature on TEA implicitly assumes that 
PDIT settlement is the result of an involuntary reversal 
of a timing difference accompanied by a current cash 
impact on income tax payable (Robertson, 1987) . The 
involuntary reversal of a timing difference occurs, for 
example, when the initial benefit of claiming 
accelerated tax depreciation is no longer available. 
This results in accounting depreciation exceeding the 
depreciation allowable for income tax purposes, leading 
to a draw down {settlement) of the PDIT account. 
Consequently, the issue of PDIT settlement centres on 
whether, the involuntary reversal of a timing difference 
results in the sacrifice of future service potential or 
future economic benefits. 
The reversal of any timing difference is merely a 
mechanical accounting process. Accordingly, the reversal 
of a timing difference can occur during a loss making 
year. The importance of these circumstances on the 
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question of PDIT settlement is best illustrated by way 
of an example. 
ABC Ltd, a company with a 39% income tax rate, acquired 
a depreciable asset on 1/7/XO for $6000.00. Accounting 
rate of depreciation for the asset was set at 33.33% 
flat per annum. The tax rate allowed, however, was 50% 
flat per annum. 
.II.I!C lit!!. - lxt,a.ct fz::gm ~z;:gfit i La a a Sta.:t~maDt 
an 51 IIAlfiUlC!J fUU1!il:t 
l9XO 
-
l9X2 
l9XO l9Xl l9X2 
Net Profit (Before 
Depreciation & Tax) $ 10 000 10 000 NIL 
Depreciation $ 2000 2000 2000 
Income Tax Expense $ 3120 3120 (7 80) 
(Benefit) 
Net Profit (Loss) $ 4880 4880 ( 122 0) 
(After Depreciation 
and Tax) 
------------------------------------------------
PDIT Balance $ 
FTB Balance $ 
Provision for Tax 
Payable Balance $ 
390 
NIL 
2730 
780 
NIL 
2730 
NIL 
NIL 
NIL 
In 19X2, the year of the involuntary reversal, ABC Ltd 
failed to derive a taxable income. As a result the 
settlement of the PDIT is not effected by debiting 
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$780.00 to the PDIT and crediting $780.00 to the 
provision for tax payable. The credit is posted directly 
to the FTB. 7 In short, since 19X2 is a loss making year 
(no income tax is payable), the settlement of the PDIT 
is not accompanied by any current impact on income tax 
payable. 
The possibility of a PDIT, an account specifically 
created to disclose future income tax payable, being 
settled without a corresponding impact on current income 
tax payable deserves some comment. It might be argued 
that despite the apparent lack of resource outflow, 
settlement still occurs since clearing the PDIT to the 
FTB effectively reduces an asset, the net benefit of tax 
losses carried forward. In the example of ABC Ltd, the 
19X2 FTB of $780.00 having effectively been used to 
eliminate the PDIT account, has reduced ABC Is total 
reported assets. This proposition is not without merit. 
In adopting this approach, however, several matters 
deserve consideration. Firstly, was there a reduction in 
the eJ~pacted net tax benefit of the company 1 s tax losses 
carried forward! To reap an income tax benefit a company 
must derive future taxable income. If future taxable 
income is uncertain there may be no tax benefit to be 
7 The $2000 of depreciation in year 19X2 is not tax deductible: it represents 
reversing timing differences. Had ABC Ltd derived taxable income in 19X2, the 
PDIT account would have been cleared by debiting PDIT and crediting tax payable. 
Despite a lack of taxable income the depreciation timing difference nevertheless 
reversed. As a result the PDI'l' must likewise "reverse11 • The only practical way of 
doing this is to reduce the value of income tax benefit carded forward by clearing 
the PDIT to the FrB. 
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had, and consequently, no basis upon which to claim 
future economic resources have been used to settle the 
PDIT. The importance of future tax losses on the status 
of the PDIT is clearly identified in SAC 4, which states 
that: 
"future income tax payable from current timing 
differences may fail to be recognised. as a liability 
because ... it does not satisfy the recognition criteria 
of probable future sacrifice of service potential or 
economic benefits" (AARF, PSASB & AASB, 1992, para. 
65). 
This statement supports the notion that a future income 
tax obligation is not always a certainty. This seems 
reasonable when it is considered that many viable and 
growing firms do not pay tax due to the pursuit of 
various entrepreneurial and other investment strategies. 
The potential for future tax losses demonstrates that it 
is possible for a PDIT to be settled (reduced) without 
there being a corresponding sacrifice of future service 
potentia). or economic benefits. 
A second reason the settlement of a PDIT, by reducing an 
'fi'TB, may not involve a sacrifice of future resources, is 
that an FTB does not always represent the value of tax 
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losses carried forward under tax law, Sections 80A-80F 
of the Income Tax Assessment Act (ITAA, 1936). If an FTB 
merely reflects accounting losses, the argument that its 
reduction constitutes a forgone asset can no longer be 
based on the proposition that tax law, by permitting 
future taxable income to be offset by past losses, 
effectively makes the FTB a tangible economic benefit, 
namely the future possibility of paying less income tax. 
An FTB consisting entirely of accounting losses simply 
has no legal basis to be offset against future income 
tax payable. From this position the settlement of a 
PDIT, py reducing an FTB, is merely an accounting entry 
required by AAS 3 (AARF, PSASB & AASB, 1989) . As a 
result the issue of whether future taxable income will 
be derived, and the argument that, "presuming future 
losses conflicts with the going concern principle" 
becomes somewhat nebulous. If tax law does not recognise 
the benefit of accounting losses, why concern oneself 
over whether future taxable income will be derived to 
offset the benefit? 
The following example illustrates a situation where an 
FTB, resulting from an accounting loss, can reduce or 
settle a PDIT. 
Assume that Loss Ltd has a balance in its PDIT account 
at 30/6/XO of $3900.00. 
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Loss Ltd - Profit and Loss Statement 
For the Year Bnded 30/6/Xl 
Accounting Profit(loss) 
Add: 
Provision 
Expenses 
for Warranty 
not Deductible 
Taxable Profit 
$ 
$ 
$ 
(10 000) 
10 000 
NJ:L 
Tax-effect 
(30/6/Xl) 
accounting entries for LOSS 
Dr .FTBS 
Cr Income Tax Benefit 
being tax benefit for 
30/6/Xl accounting loss 
10 000 X 39% 
Dr FTB 
Cr FTB9 
being debit FTB (10 000 
x 39% for warranty expenses 
not tax deductible and credit 
the FTB because Loss Ltd has 
no tax payable. Hence the benefit 
of carry forward losses are reduced. 
Dr PDIT 
Cr FTB 
Possible entry from applying 
3900 
3900 
3900 
clause 25 of AAS 3 (AARF, PSASB & AASB, 1992, para. 25) 
Refer to the discussion that follows. 
$ 
3900 
3900 
3900 
Ltd 
8 Clause 20 of AAS 3 requires an FrB to be recognised when its realisation is 
virtually certain. Loss Ltd is assumed to have satisfied this criterion. Accordingly, 
the FTB is debited $3900.00. 
9 The nonnal entry for a provision for warranty expenses not deductible is to 
debit the FrB and credit income tax payable for the extra income tax to be paid. 
Loss Ltd, however, does not have a taxable income. Accordingly, the credit is made 
to the FfB in order to reduce the benefit of losses carried forward. 
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Clause 25 of AAS 3 requires the FTB to be offset against 
the PDIT, if the PDIT is likely to become payable in the 
same reporting periods as the FTB is expected to become 
realisable (AARF, PSASB & AASB, 1989, para 25). In these 
circumstances it is possible that Loss Ltd's $3900.00 
debit to the FTB account (to recognise the accounting 
loss of $10 000.001 could be debited to the PDIT, 
instead of the FTB, therefore effectively settling (part 
settling) a PDIT. If this occurs, it is no longer 
possible to argue that the reduction of the PDIT 
represents a reduction in the net benefit of tax losses 
carried forward under the Income Tax Assessment Act 
(ITAA, 1936). 
A third factor to consider before accepting the 
reduction of an FTB as settlement of a PDIT is that the 
practice is inconsistent with the manner in which a PDIT 
is generally raised. AAS 3 simply does not allow the 
raising of a PDIT, to disclose the deferment of future 
income tax payable, if the timing difference has no 
impact on income tax currently payable. 10 Despite this, 
10 A PDIT is only raised for timing differences which reduce taxable income. If an 
entity has a nil or negative taxable income, it follows that a timing difference that 
reduces taxable income is either creating or increasing a tax loss. Clause 21 of AAS 
3 requires an FfB attributable to a tax loss to be offset against a PDIT (AARF, PSASB 
& AASU, 1989, para.21). If raising a PDIT increases or creates a tax loss, and a FrB is 
raised to disclose the benefit of that loss, clause 21 will require an offset of the FI'B 
and the PDIT. That is, the two accounts will contra each other. Accordingly, a PDIT 
cannot be shown unless It reduces income tax actually payable in the current 
year. 
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however, a PDIT can be settled without a similar 
corresponding impact on income tax payable. 
For example, assume that company A has made an 
accounting profit, while another company, Company B, has 
incurred an accounting loss. 
Extract from Profit &; Loss Statement 
Company A &; Company B 
Accounting Profit 
(Loss) before Tax 
Timing Difference: 
(Accelerated 
Depreciation) 
Taxable Profit (LOBB) 
Company A 
10 000 
(5000) 
5000 
Journal Entries 
Company A 
Dr Income Tax Expense 
Cr PDIT 
Cr Prov. Tax Payable 
39% tax rate 
Company B 
Dr Future Tax Benefit 
Cr Future Tax Benefit 
Cr Income Tax Benefit 
(FTB - 15000 x 39% = 5850) 
(FTB - timing difference 5000 x 39\ = 1950) 
(ITB - 10 000 x 39% = 3900) 
60 
3900 
5850 
$ 
Company B 
(10 000) 
(5000) 
(HOOO) 
1950 
1950 
1950 
3900 
•' 
The PDIT is a "'non-current liability for the estimated 
amount of income tax expected to be assessed in the 
future as a result of the reversal of timing 
differences" (AARF, PSASB & AASB, 1989, para. 81. The 
timing difference of $5000 for Company B has not been 
raised as a PDIT because there was no effective 
reduction in current income tax payable. It is shown 
instead as a reduction in the net benefit of losses 
carried forward (AARF, PSASB & AASB, 1989, para. 21). 
Booking the $5000 timing difference as a credit to the 
FTB is consistent with the definition of a PDIT given 
above. This is so, because the $5000 timing difference 
has not reduced income tax payable, and therefore, 
cannot represent the deferment of income tax payable 
until some future date. When a timing difference 
reverses, however, it can be booked to the PDIT, 
irrespective of whether there is any impact on income 
tax payable. 
This effectively means that the restrictions on raising 
a PDIT ensure that the PDIT represents the deferment of 
income tax payable, yet its settlement can be achieved 
without a corresponding need to pay the income tax, the 
deferment of which the PDIT is designed to represent. 
The apparent inconsistency in the way a PDIT can be 
raised and settled does not make the settlement of the 
PDIT by losses invalid. It merely serves to illustrate 
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that because the tax-effect of accounting losses may not 
involve an outflow of resources, their use in settling a 
PDIT is inconsistent with the rules under which the PDIT 
is raised. 
The possibility of settling a PDIT without an effective 
outflow of resources requires an assumption of future 
tax or account i.ng losses. Assuming future losses 
probably violates the going concern principle. Evidence 
suggests, however, that corporate losses are a primary 
cause of PDIT draw down (Robertson, 1987). Accordingly, 
the loss situations referred to in the above examples 
reflect a degree of commercial reality. In these 
circumstances, claiming that applying the tax benefit of 
losses carried forward to the PDIT constitutes an 
outflow of resources, because the benefit of future 
losses ~ be realised, is tantamount to ignoring the 
commercial reality for many companies. Moreover, as 
mentioned before SAC 4 (AARF, PSASB and AASB, 1992, 
para.65), recognises the possibility that the PDIT may 
not always invol¥e a sacrifice of future resources. 
The settlement of the PDIT may not always require the 
sacrifice of future service potential or future economic 
resources. The real significance of the settlement 
issue, however, may be that some users of financial 
statements may be misled by thinking that the settlement 
of the PDIT is always the result of an outflow of cash 
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or some other economic resource. some users may not 
appreciate the_ significance of the tax/accounting loss 
issue.ll 
3.3.2 Present Obligation 
An essential characteristic of a liability is the 
e~:.ist~nce of a present obligation, being a duty or 
responsibility of the entity to act or perform in a 
certain way (AARF, PSASB & AASB, 1992, para 49-59). A. 
duty or responsibility to sacrifice future service 
potential or future economic resources is not tti be 
confused with the I:~robabilir.:-y that a future sacrifice 
Nwill occtcc- -~·-. Probability of payment detennines whether 
.. 
.. .. :' . ' 
a liabili~~~:-~~g~~t·..-~Lld be recognised at a particular point 
. . .-.- . '• 
in tirr.·-':. ··i:·J..~/-.::;:t~t -obligation is concerned with whether an 
. ' 
·.•'·" item snoulC; · :_,:~ considered as a liability at all. 
In determining Lhe existence of a present obligation the 
CF adopts a •substance over form 11 approach. Equity or 
fairness, custom or usual business practice, and legal 
liability are all recognised as having the potential to 
create a present obligation. These concepts are 
addressed in SAC 4 under the headings of legal, 
equitable and constructive obligation. To be considered 
11 Although AAS 3 requires a footnote disclosure where a PD!T has been reduced 
by the application of tax losses (AARF, PSASB & AASB, 1989, para.21}, it is not clear 
whether this is applicable to accounting losses that are expected to reverse in the 
same reporting periods as the PDIT (AARF, PSASB & AASB, 1989, pam.25). 
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a present obligation the PDIT must satisfy at least one 
of the criteria of legally enforceable, equitable or 
constructive obligation. 
3.3.2.1 Is the PDI'l' a Legally Enforceable 
Obligation? 
Section 17 of the Income Tax Assessment Act (1936) 
requires that income tax be levied and paid each 
financial year, on the taxable income derived during 
that year. There is no scope whatsoever for income tax 
to be levied on future years. Accordingly, the PDIT does 
not represent a contractual obligation or statutorily 
imposed debt. Moreover, the PDIT does not even r~present 
the intention of government to levy future taxes because 
the government is most likely unaware of, and is 
certainly not in a position to require the payment, of 
the PDIT account. Clearly, the PDIT is not a legally 
enforceable obligation. 
3.3.2.2 Is the PDIT an Bguitable Qbliqation? 
An equitable obligation is based on the premise, that 
for reasons of social or moral sanctions an entity will 
honour a future commitment although not legally bound to 
do so. For example, an entity may undertake to rectify 
faults in one of its products even where these become 
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apparent after the warranty period has expired (AARF, 
PSASB & AASB 1992, para.Sl). There is no moral reason 
why an entity should pay its PDIT account. Moreover, as 
there is no external party expecting payment the 
question of social or moral sanctions simply does not 
arise. 
3.3.2.3 Is the PDIT a Constructive Obligation? 
A constructive obligation is created, inferred or 
construed from the facts of a particular situation 
(AARF, PSASB & AASB 1992, para. 52). This means that 
generalised rules cannot be laid down about their 
recognition. The subjectivity of establishing the 
existence of a constructive obligation is acknowledged 
in SAC 4 which, to ensure that too wide a definition of 
liabilities is not adopted, requires a liability to be a 
present obligation, and not merely a future commitment, 
The fundamental difference between a present obligation 
and a future commitment, is that the former is a current 
duty or responsibility to act or perform in a certain 
way, while the latter is merely a unilateral decision by 
an entity to carry out some undertaking or objective. A 
future commitment is not a liability because there is no 
expectant external party to which the entity has a duty 
or responsibility. Accordingly, whether a PDIT is a 
constructive obligation is based on establishing that 
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the PDIT is indeed, a current duty or responsibility to 
sacrifice future service potential or future economic 
benefits. 
In addressing the concept of constructive obligation the 
CF provides two examples. In both cases the key factor 
creating the present obligation is the perceived 
economic consequence of non-payment. For example, while 
there is no legal or equitable reason to pay employee 
Christmas bonuses, payment is nevertheless expected; 
accordingly, an economic consequence industrial 
disharmony -- might follow a unilateral decision not to 
make payment. The non-payment of a PDIT, however, cannot 
have an economic consequence because there is no party 
expecting any payment. The lack of any economic 
consequence for the non-payment of a PDIT removes an 
important aspect upon which the concept of constructive 
obligation appears to be based. 
The only remaining basis for claiming that the PDIT is a 
present obligation is that originating timing 
differences simultaneously create an obligation to pay 
income tax in the periods in which . they reverse. For 
this to be true, however, the originating timing 
differences must give rise to a liability that imposes a 
present obligation to act or perform in a certain way. A 
future event may modify, substantially alter, even 
eliminate a present obligation, but future events ~. 
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D.Q.t. bring a present obligation into existence. 12 An 
example of a present obligation which is not created by 
a future event, but is often substantially altered and 
modified by future events, is the provision for warranty 
expenses. To illustrate: assume an entity raises a 
provision for warranty expenses on the expectation of 
its future duties and responsibilities under existing 
warranty agreements. Does a present obligation exist? 
While it is true that no specific liability has yet been 
incurred, experience suggests that they will. Moreover, 
although claims are made in future periods, the 
obligation to carry out repair work was not created when 
the product was found to be defective, but the date of 
sale, when the warranty agreement became a valid and 
binding agreement. Any subsequent finding that the 
product is defective is merely incidental. Accordingly, 
although future events can determine the extent of 
future warranty payments they cannot be said to create 
an obliga~ion to make those payments. 
Can the PDIT be classed as a present obligation in the 
same way as the provision for warranty expenses? In 
other words can it be shown that future events do not 
create the obligation to pay the PDIT, but merely modify 
or alter the amount that is payable? This question can 
be addressed by way of an example. Assume that a company 
12 This is why, for example, SAC 4 does not require all guarantees to be recognised 
as liabilities. The present obligation for a guarantee does not arise until a future 
event occurs, the borrower defaults (see Clause 59 of SAC 4). 
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books an unrealised foreign exchange gain of $100 000 to 
current year profit and loss, in accordance with 
Approved Accounting Standard ASRB 1012: Foreign Currency 
Translation (AARF, PSASB & AASB, 19871. Under income tax 
law this gain is not assessable until realised, 
accordingly, tax will not be levied until next year. The 
resulting timing difference will be reported as a PDIT 
of $39 000 (assuming a 39% tax rate). Is there a present 
obligation to pay the PDIT? There is no guarantee that 
the $100 000 foreign exchange gain will be realised next 
year. Volatile currency movements could easily wipe out 
the unrealised profit. Whether a foreign exchange gain 
is realised, however, is a matter of probable outcome. 
Accordingly, whether an income tax liability arises is 
also a matter of probable outcome. 
The critical issue is that income tax can only be 
imposed when the foreign exchange gain is realised. The 
accounting policy decision (pursuant to AAS 20) (AARF, 
PSASB & AASB, 1987) to recognise an unrealised foreign 
exchange gain of $100 000, on which the PDIT was based, 
was only ancillary to the future imposition and 
assessment of income tax. An obligation to pay income 
tax simply could not exist before the foreign exchange 
gain was realised. Moreover, unlike the warranty example 
where there was an expectation by the payee(purchaser) 
that the entity would honour the warranty if the product 
proved to be defective, the PDIT has no such expectant 
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third party. The lack of any expectant third party for 
the PDIT, reaffirms that the duty and responsibility to 
pay income tax comes into existence when income tax is 
actually levied, and not before. 
The proposition that a PDIT is not a present obligation, 
on the basis that a future event (the levying of income 
tax) is the only possible event that creates an 
obligation to pay, might still be criticised. It could 
be argued that although income tax is only payable when 
it has been assessed, the future imposition of income 
tax, is for all practical purposes, an absolute 
certainty. If the future imposition of income tax is an 
absolute certainty, and the reversal of a timing 
difference is mechanically unavoidable (all individual 
timing differences must by definition reverse), a 
situation exists where future reversal and obligation to 
pay income tax becomes inevitable. 
The existence of this inevitable obligation can then be 
advanced as a basis for claiming that a present 
obligation exists. Thi.~, however, is not entirely 
consistent with the CF and introduces several conceptual 
difficulties. Firstly, the concept of an inevitable 
future outcome is not generally treated in SAC 4 as 
sufficient grounds for creating a present obligation. 
For example, SAC 4 points out that unearned revenue is a 
liability because there is a present obligation to 
sacrifice future service potential or future economic 
69 
benefits in satisfaction of a payment received in 
advance. Unearned revenue is not considered to be a 
liability because of an inevitable outcome (a sale has 
not yet been made, but will be at some future date), it 
is a liability because a present obligation actually 
exists to sacrifice future resources in satisfaction of 
the receipt of advanced payment. No such present 
obligation exists in respect to a PDIT. 
The second reason why the concept of inevitability may 
not create a present obligation, is that inevitability 
does not remove the need for an expectant external 
party. The CF does not permit a liability to be raised 
for expected future repairs and maintenance because 
"such provisions do not involve a present obligation to 
an external party" (AARF, PSASB & AASB, 1992, para. 56). 
The future payment for repairs and maintenance might be 
inevitable. This, however, is not considered sufficient 
to create a present obligation. Like the provision for 
repairs and maintenance the PDIT also lacks a specific 
obligation to an external party, even though its future 
payment might be considered as inevitable. 
A third conceptual problem that arises from claiming 
that the PDIT is a present obligation, because of 
inevitable outcome, rather than the existence of an 
expectant external party, is that the external party can 
freely choose what the obligation will be. If a payee is 
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free to alter the amount it will receive, without 
referring to the payer it becomes somewhat difficult to 
pinpoint what the present obligation of the payer 
actually is. 
A provision for warranty expenses, although only an 
estimate of future expenses, is nevertheless a present 
obligation because the claimants can either claim or not 
claim. The claimants are never in a position to alter 
the extent of the entity's obligation, their only right 
is to make a claim. It is the right to claim that 
creates the present obligation. The right to arbitrarily 
adjust a claim without reference to the payer not only 
casts doubt on the quantum of that obligation, but 
brings into question whether a present obligation exists 
at all. 
The payee, for example, might chose to waive or cancel 
the debt. In this regard it is interesting to note, for 
a PDIT, that the external party (the goverrunent) is free 
to increase or decrease the liability whenever it 
chooses, PY altering the income tax rate or changing the 
tax law. Moreover, it generally does this without any 
apparent regard for the payer. On a similar note, if a 
present obligation can be avoided without any need to 
refer to, or consult the party expecting to receive 
payment, doubt must arise about whether a present 
obligation actually exists at all. A PDIT is only 
payable on the deriving of future taxable income. 
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Taxable income, however, is ·not totally beyond 
management control. Entrepreneurial and tax-effective 
investments, can and often do, eliminate an entity 1 s 
taxable income. certainly exercising control is 
difficult; the avenue for control, however, exists. 
Accordingly, it is possible tc- avoid the PDIT without 
any reference to the recipient external party. 
The preceding paragraphs show a PDIT is not a legal or 
equitable obligation. Whether a PDIT can be classed as a 
present obligation under the broader and more subjective 
concept of constructive obligation is dependent on 
establishing that a PDIT is more than just a future 
commitment or an inevitable outcome. If the PDIT is to 
be classed as a present obligation, it is an obligation 
with the following characteristics. 
1) There is no external party expecting payment. 
2) The obligation does not come into existence until a 
future period. 
3) It is an obligation based on the concept of 
inevitable payment and the CF does not regard 
inevitability alone to be sufficient to create a present 
obligation. 
4) The quantum of the obligation can be unilaterally 
restated and adjusted by the payee. 
5) The obligation can, to a limited extent, be avoided 
by the payer. 
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In view of the above points there would seem to be 
considerable doubt as to whether the PDIT should be 
regarded as a present obligation imposing a current duty 
or responsibility to act in a certain way. 
3, 3, 3 PDIT: Pavment made to another Entity 
An obligation requires two separate parties, a party 
with an obligation and a party which is the recipient. 
An obligation cannot exist if the same party is both the 
recipient of the performance and the pa:..:ty under the 
duty to perform (AARF, PSASB & AASB 1992, para. 49). The 
PDIT is an accounting element intended to disclose 
deferred income tax payable. Clearly, the payer (the tax 
paying entity) is not the same entity as the intended 
recipient (the tax office). Thus if there was a payment 
it would be to an external party. 
3. 3. 4 Past TrAQJlaction or EDnt_ 
A present obligation cannot be treated as a liability 
unless it has been created by a past transaction or 
event (AARF, PSASB f< AASB 1992, para. 46). This 
requirement ensures that planned activities by 
management, no matter how committed management is to 
carrying them out, are not classed as liabilities. For 
example, planned borrowings, intended outlays and 
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budgeted commitments, can never be liabilities even if 
management • s intention to undertake them is an absolute 
certainty. The requirement for a past transaction or 
event is intended to ensure that something has happened 
which creates an unavoidable obligation to an external 
oartv. 
The PDIT represents the deferral of income tax which 
will become payable at a future date, and is raised when 
a timing difference, accelerated depreciation for 
example, leads to a deferral of income tax. In these 
circumstances, accelerated depreciation is deemed to be 
the past transaction or event which creates the PDIT. 
Does the deferment of income tax via the recognition of 
accelerated depreciation, however, produce an 
unavoidable obligation? Future losses and/or liquidation 
of the entity (see section 3.3.1), changes to income tax 
rates and/or law (see section 3.3.7.1) are all future 
events that can result in a PDIT never requiring 
settlement. The possibility of these events raises the 
question of whether accelerated depreciation (the timing 
difference) is enough to create an unavoidable 
obligation to pay income tax. It is not until an entity 
derives taxable income that an unavoidable obligation to 
commit economic resources for the settlement of the PDIT 
clearly exists. Prior to the derivation of taxable 
income it remains possible that the PDIT may not need to 
be paid. 
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Accelerated depreciation is a past event. It may not, 
however, be enough to create an unavoidable obligation 
to pay the PDIT. Asserting that timing differences are 
the past transaction or events which create the PDIT 
fails to recognise the extent to which the PDIT is 
dependent on future events and transactions. 
3. 3, 5 Recognition Criteria for a Liability 
An accounting item may satisfy the definition of a 
liability in the CF, but before recognition in the books 
of accounts it must also satisfy two further conditions. 
These are: 
a) that it is probable that a future sacrifice of 
service potential or economic benefits will be required; 
and 
b) that the amount of the liability can be measured 
reliably. 
(AARF, PSASB & AASB, 1992, para. 60) 
The purpose of the next two sections is to examine 
whether the PDIT satisfies the recognition criteria of 
probability and reliability. 
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3. 3. 6 Probability of Future Sacrifice 
The PDIT should not be recognised unless it is probable 
that a future sacrifice of service potential or future 
economic benefits will be required to settle the 
liability. The CF defines uprobable" as the chance that 
the sacrifice of future service potential or future 
economic benefits will be more likely rather than less 
likely (AARF, PSASB & AASB, 1992, para.62). The 
subjectivity of this definition, and the practical 
problems of implementing it, are considered secondary to 
the need to disclose the existence of liabilities, where 
future maturity and settlement is likely. 
Probability criteria implies that efficient resource 
allocation is best served if the PDIT is only recognised 
when its future settlement is more likely rather than 
less likely. Applying probability criteria, to the PDIT, 
raises an important and fundamental question about the 
nature of the PDIT. Should the probability criteria be 
applied to the PDIT as a total aggregate account, as it 
appears in the balance sheet (the aggregate approach), 
or should the probability criteria only be applied, 
individually, to each timing difference that makes up 
the PDIT account (the singular approach)? The adoption 
of an aggregate approach has major implications for the 
recognition of the PDIT as a liability. 
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The singular approach, advocated by Baylis, (1971) and 
van Hoepen, (1981), treats the PDIT account as a series 
of individually identifiable, unique timing differences. 
Since each timing difference is unique, probability of 
settlement is based on evaluating individual timing 
differences. As a timing difference is a mechanical 
accounting entry it must, by definition, reverse. 
Accordingly, the probability of reversal is 100 percent. 
The only remaining question then, is whether, upon 
reversal, there will be a sacrifice of future service 
potential or economic benefits. While the possibility of 
future accounting/tax losses might eliminate the need 
for an outflow of resources {see section 3.3.1); future 
losses cannot generally be said to be more likely than 
less likely. Accordingly, the singular approach 
literally ensures that all timing differences, and 
therefore the PDIT, have a recognisable maturity date. 
The aggregate approach, advocated by Bartholemew, 
(19861; Barton, (1970) and Chambers, (1968), considers 
the l'DIT to be a total aggregate liability, and 
effectively ignores individual timing differences. The 
test of probable settlement is no longer based on 
individual timing differences, but the nature and 
behaviour of the total, aggregated, PDIT account. This 
approach introduces several factors that simply do not 
arise if a singular approach is adopted. 
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Under the aggregate approach, the probability of 
settlement is based on the future reduction and/or 
elimination of the entire aggregated PDIT account, as 
opposed to individual timing differences. If the future 
reduction or elimination of the PDIT, in aggregate, is 
unlikely to occur, the conclusion is that the PDIT has 
not satisfied the recognition criteria of probable 
settlement. consequently, the central issue becomes one 
of whether the aggregate PDIT is more likely, rather 
than less likely to be settled. The answer to this 
question will of course vary across different entities. 
There are several factors, however, which indicate that 
settlement of a PDIT under an aggregate approach may 
indeed be an unlikely event. 
Both analytical and empirical research suggest that not 
only does the PDIT, in aggregate, never settle, but in 
fact it increases over time for most companies. Sidney 
Davidson's simulation study (refer to section 2. 2) 
demonstrated that timing differences arising from the 
use of accelerated depreciation were inevitably replaced 
by fresh timing differences (Davidson, 1958). The 
continuous replacement of reversing timing differences 
with new originating timing differences produces a 
situation where the PDIT account, in aggregate, does not 
reduce (settle) over time. This is because most firms 
continually update and replace older depreciated 
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equipment, which serves to perpetuate the accelerated 
depreciation cycle, and therefore leaves the balance of 
the PDIT account unchanged or enhanced. In addition, his 
study also showed that aonly a moribund firm with 
declining investment in capital assets is likely to 
(have to settle its PDIT), and then only if its dying 
years are profitable onesn (Davidson, 1958 p.l80). 
Davidson's model showed that a perpetuating PDIT was not 
only possible but conceptually probable. The Price 
Waterhouse study (Price Waterhouse, 1967), and several 
other empirical studies on the behaviour of the PDIT 
(see section 2. 2) , all found that the net PDIT balances 
of companies increased substantially over the survey 
period. Empirical research thus confirms that, in 
aggregate, the PDIT account is unlikely to be settled. 
The view that PDIT can be postponed indefinitely has 
been criticised (Baylis, 1971, p. 167-168) Baylis 
maintains that even when viewed as an aggregate account, 
the PDIT must eventually mature. Claiming, however, that 
because the PDIT must "eventually" mature, it satisfies 
the probability criteria for recognition, is not 
entirely consistent with SAC 4. There must be a probable 
date of maturity, not just a theoretically inevitable 
one. Claiming that settlement of the PDIT is a 
theoretical certainty will not satisfy the recognition 
criteria of probable payment, if the date of settlement 
is so remote and far off, that the obligation becomes 
mea"lingless. 
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If settlement of the PDIT, in aggregate, is less likely 
rather than more likely, it follows that the PDIT, in 
aggregate, has failed to meet the probability criteria 
for recognition as a liability. Which method, however, 
the singular or the aggregate, should form the basis for 
viewing the PDIT? We are of the view that the aggregate 
approach is more appropriate for the following reasons: 
The aggregate approach is not a hypothetical concept. It 
is the cornerstone on which the partial allocation 
method of TEA is based. Partial allocation is about the 
non-recognition of recurring timing differences because 
they result in a perpetual aggregate PDIT account that 
never reduces or requires settlement. The partial 
allocation method of TEA has been adopted in the United 
Kingdom (SSAP 15) (ICAEW, 1985a), (ICAEW, 1985b) and is 
allowed in New zealand (SSAP 12) (New zealand Society of 
Accountants [NZSA], 1980) and the Netherlands. The use 
of partial allocation in these countries indicates that 
the aggregate approach has found some acceptance. 
TEA, requires the offsetting of timing differences "to 
the extent that the income tax covered b¥ the provision 
is likely to become payable in the same reporting 
periods as the future income tax benefit is expected to 
become realisable'' (AARF, PSASB & AASB, 1989, para. 25). 
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Offsetting timing differences is inconsistent with the 
concept of individual unique transactions, and implies 
that the differences should be viewed in total; the 
basis of the aggregate approach. 
The liability method of TEA, adopted in Australia, is 
inconsistent with the singular approach. Under the 
liability method timing differences are aggregated and 
adjusted when income tax rates change. This approach 
effectively treats the PDIT as an aggregate liability, 
the individual timing differences of which are shown at 
a single common rate of income tax. The singular 
approach is more akin to the deferred method, not used 
in Australia, where timing differences are not adjusted 
for changing income tax rates because each timing 
difference is maintained at the income tax rate 
applicable when they originally arose. 
The application of the aggregate approach to other 
liabilities, in particular trade creditors, which 
exhibit many of the characteristics of PDITs, including 
non-aggregate reduction or settlement, and a probable 
perpetual net balance in the balance sheet, does not 
imply that trade creditors should go unreported (Graham, 
1959). The application of an aggregate approach to trade 
creditors is inappropriate. Trade creditors represent 
legally enforceable claims against an entity that are 
generally paid out in full and replaced by a new set of 
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legally enforceable claims each financial year. In these 
circumstances common sense suggests that each creditor 
should be treated as a unique and individual liability, 
because each creditor is an external party expecting 
payment. 
Givoly ;,,;d Hayn (19921; Chaney and Jeter (1988) have 
found that users discount the PDIT where they believe 
that part of the PDIT consists of recurring timing 
differences. Under the singular approach all timing 
differences are unique. If all timing differences are 
unique the concept of a recurring timing difference 
cannot exist. Accordingly, Givoly and Hayn's; Chaney and 
Jeter's research indicate that users view the PDIT as an 
aggregate accounting item and uot a collection of unique 
timing differences each of which must reverse, and 
therefore settle at a particular future point in time. 
The PDIT may not satisfy the probability criteria for 
recognition, if an aggregate approach is adopted. 
Whether the aggregate or singular approach to viewing 
the PDIT is appropriate has not been resolved. The above 
discussion, however, demonstrates that the aggregate 
approach warrants serious consideration. Accordingly, 
there is a deyree of doubt as to whether the PDIT 
satisfies the probability criteria for recognition as a 
liability. 
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3.3.7 Reliability 
A PDIT should not be recognised unless it represents 
faithfully, and without bias or undue error the amount 
of income tax expected to be payable at some future 
date. The recognition criterion of reliability is 
concerned with ensuring that reported accounting 
elements are representationally faithful, verifiable and 
neutra1. 13 This, however, is not an absolute 
requirement. Uncertainty is acceptable, if it does not 
result in the disclosure of information likely to 
mislead users. Two factors that may result in the PDIT 
failing to accurately represent deferred income tax are, 
the possibility of changing income tax rates, and the 
problem of allocating income tax under a complex regime 
of income tax law. The former can produce uncertainty 
because changes in future income tax rates can result in 
material differences between deferred income tax and the 
future income tax that actually becomes payable. The 
latter can produce uncertainty because the complexity of 
income tax law may lead to some timing differences being 
initially shown as permanent differences. 
13 Refer to clauses 16·26 of SAC 3 for the discussion of the reliability concept 
(AARF, PSASB & AASB, 1990c, para.l6·26). 
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3. 3. 7 .1 Chanctinq Income Tax Rates 
Legislative changes to income tax rates are common. 
Since July 1987 company income tax rates in Australia 
have changed three times: July 1987 46% to 49%; July 
1989 49% to 39%; and July 1993 39% to 33%. Under the 
liability method of TEA adopted in Australia, each of 
the income tax rate changes mentioned above required an 
adjustment to be made to a reporting entity's PDIT. 
To illustrate the impact of changing income tax rates on 
the PDIT, asswne that a company, 11 Taxchange Ltd 11 claims 
a tax deduction of $500 000 for research and development 
expenditure in 1986 when the income tax rate was 46%. 
The expenditure was deferred in Taxchange' s books 
because it met the deferral criteria outlined in AAS 13 
(AARF, PSASB and AASB, 1983, para.32). 
In 1986 Taxchange Ltd will raise a PDIT of $230 000 (500 
000 x 46%). For reasons of simplicity assume that the 
PDIT of $230 000 is the only timing difference Taxchange 
Ltd has and that it is expected to reverse in 1994. 
Extracts from Taxchange Ltd's 1986, 1987, 1989 and 1993 
balance sheets and profit & loss statements will be as 
follows: 
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?!AXCBANGE LTP EXTRACTS FROM BALANCE SBBBTS 
PDIT 
(balance) $ 
1986 
230 000 
Calgnlation of PDIT balances 
1986 (500 QQQ X 46%:) = $230 QQQ 
1987 (230 000 X 49/46) = $245 000 
1989 (245 000 X 39/49) = $195 000 
1993 (195 QQQ X 33/39) = $165 QQQ 
1987 1989 1993 
245 000 195 000 165 000 
'l'AXCBANGII LTD EX'l'RAC'rS FROM PROFIT AND LOSS 
STATEMENTS 
ITE 
(ordinary 
item) 
$ 
Profit/Loss 
(extraordinary 
item) 
1986 
230 000 
$ 
1987 1989 1993 
15 000 (50 000) (30 000) 
Taxchange Ltd's original PDIT of $230 000 has been 
adjusted no less than three times in six years. 
Moreover, the impact of these adjustments on the PDIT is 
considerable. Income tax rate changes increased the PDIT 
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balance by 6,5% in 1987 (15000/230000) and reduced it by 
20.4% in 1989 (50000/245000) and 15.4% in 1993 
(30000/195000). Finally, although the income tax expense 
entry of $230 000 was raised as an ordinary item in 
1986, each of the subsequent adjusting entries was 
booked as an extraordinary item14. 
on the basis that changes to income tax rates are a 
frequent phenomenon the PDIT measure is always a 
tentative one. Moreover, as adjustments to the PDIT seem 
to go below the line, as an extraordinary item, a 
question arises as to whether these adjustments are 
being consistently treated with the initial income tax 
expense entry. 
3 • 3. 7 • 2 Complex :rncome Tax Law 
Another potential problem concerning the reliability of 
the PDIT is the possibility of complex income tax law 
producing timing differences which are not identified as 
such by the TEA standard. 
AAS 3 defines a permanent difference as something that: 
1
' ••• will never be included in the determination of 
taxable income or tax loss ••. " (AARF, PSASB & AASB, 
1989, para. 8) . Many so-called permanent differences, 
14 Accounting Guidance Release No. 2 requires a material change to the PDIT to be 
shown as an extraordinary item (AARF, PSASB & AASB, 1985). 
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however, 
research 
can reverse. Investment allowances, 
and development expenditure 
and 
both 
well-established examples of a permanent difference -
may sometimes reverse. In the case of investment 
allowance, if the asset is sold within twelve months the 
allowance will be recouped. The rules for research and 
development expenditure are more complex, but they 
operate in effect to claw back previous "permanent 
differences" if an entity receives a grant in support of 
its research and development activities. The probability 
of these events occurring may not be that remote. The 
sale of assets via business restructuring and the 
incentive for firms to pursue research grants, make a 
reversal of a so called permanent difference a real 
possibility. Accordingly, the PDIT, as an estimation of 
future income tax payable caused by the divergence of 
accounting profit and taxable income, may fail to 
disclose a material future tax liability, because the 
definitions in TEA do not always delineate the 
difference between a temporary and a permanent 
difference of accounting and taxable income (AARF, PSASB 
& AASB, 1989, para.S). 
The previous discussion indicates that the PDIT may not 
always be a reliable measure of expected future income 
tax payable. Circumstances can arise where the PDIT 
sends a confused message to users. 
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3.4 Non-Regiprogal Transfer (NRT) 
The purpose of this section is to examine whether the 
PDIT, as an accounting element representing the deferral 
of non-reciprocal transfers (NRT), is consistent with 
the special guidelines for the treatment of NRT, 
outlined in the CF15 . 
Clause 36 of SAC 4 states that the non-reciprocal 
transfer of assets should not be recognised until those 
assets have been received in cash or an explicit claim 
exists for those assets (AARF, PSASB & AASB, 1992, para. 
36). As the payee (federal government) has no right of 
claim on a PDIT, clause 36 of SAC 4 effectively 
prohibits the federal government from showing the PDIT 
as an asset. Such inconsistent treatment of the PDIT by 
payer and payee weakens the case for arguing that the 
PDIT should be recognised as a liability. 
Recognition of ITE as an NRT, in SAC 4, also has 
implications for the allocation income tax, and 
therefore the recognition of the PDIT, see appendix 1. 
15 Clause 104 in SAC 4 specifically identifies income tax, and therefore the PDIT, as 
a non-reciprocal transfer (AARF, PSASB & AASB, 1992, para.104). 
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3.5 Conclusions and Hypothesis DeyeloPJRent 
TEA is based on the fundamental assumption that income 
tax is an expense that should be allocated. A review of 
the literature shows that this assumption is not widely 
accepted. This, however, has not prevented tacit 
acceptance of the expense/allocation argument, and 
therefore the development and adoption of TEA. In 
chapter two the consequence of accepting an unresolved 
expense/allocation assumption was shown to have partly 
shifted concern and debate, about tax allocation, onto 
the nature and status of the PDIT and the FTB. The 
prominence of the PDIT in TEA debate, reflects the 
desire by accountants that TEA should not distort the 
integrity of the balance sheet. 
In the Australian environment the status of the PDIT 
became decisive when the CF formally defined a:n expense 
as an increase in a liability or a reduction in an 
asset. The unresolved tax expense/allocation argument 
could now be shifted to a more objective discussion on 
whether the PDI'r satisfied the definition and 
recognition criteria for a liability in the CF. If the 
PDIT is not a liability, then tax allocation cannot give 
rise to an expense. In this chapter a critical 
examination was made of the PDIT, in order to ascertain 
its compatibility with the provisions in SAC 4. 
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Our analysis has not clearly established whether the 
PDIT is consistent or inconsistent with the definition 
and recognition for a liability in SAC 4. We find, 
however, that enough doubt and controversy surrounds the 
status of the PDIT to conclude that the PDIT does not 
readily satisfy the definition and recognition criteria 
for a liability in SAC 4. 
It is suggested that the primary reason why the PDIT 
does not readily satisfy the criteria in SAC 4, is that 
the CF is fundamentally concerned with the disclosure of 
meaningful elements in the balance sheet. TEA, however, 
is a practice introduced with the sole purpose of 
achieving matching in the income statement. 
The conceptual doubt about the status of the PDIT raises 
the question of whether users treat it as a liability. 
How users treat the PDIT will assist in further 
clarifying its status. As the status of the PDIT under 
the CF is controversial, the opinion of users is one 
avenue which may indicate whether the PDIT is a 
liability requiring a future sacrifice of economic 
resources. In this regard the treatment of the PDIT by 
users has the potential to contribute to the resolution 
of the TRA issues. 
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In hypothesis form the basic research question can be 
stated as follows: 
Hal: Users of general purpose financial reports 
do not treat the J?DIT as a meaningful liability. 
Bol: Users of g9neral purpose financial reports 
treat the PDIT as a meaningful liability. 
Meaningful Liability 
The term meaningful liability is defined based on the 
ass11mption that users adopt an economic model of an 
enterprise, with assets being considered as benefits and 
liabilities as sacrifices (Kerr, 1983). A meaningful 
liability is an accounting item which is judged by users 
as imposing a burden on an enterprise to sacrifice 
economic resources. The terms •genuine liability' and 
'liability of substance' have the same meaning and they 
have been used interchangeably with meaningful 
liability. 
The next chapter will discuss how it is proposed to test 
Hal. Several ways of investigating how users treat the 
PDIT will be identified, and justification given for the 
methods selected. Finally, an outline of which user 
groups are to be investigated and the reason for their 
selection will be presented. 
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CUAPTBR 4 
RBSBARCB DESIGN 
4.1 Introduction 
The approach taken to test hypothesis Hal is as follows. 
A number of user groups will be surveyed to ascertain 
their opinion about the nature of the PDIT. The criteria 
for selection of these groups have been expertise and 
ease of survey. The investigation will involve direct 
surveying of some user groups and an examination of 
commercial contracts to ascertain how the parties to 
such contracts treat the PDIT. 
Contracts, particularly in the area of corporate finance 
often place limitations on the debt/equity and/or 
debt/asset ratios of borrowing corporations (Whittred 
and Zimmer, 1986). These contractual borrowing 
limitations restrict the capacity of the borrower to 
incur debt, and thereby protect the lender's aecurity 
over the net assets of the borrower. 
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To function effectively, and protect the interests of 
lenders, debt contracts must clearly define the assets 
and liabilities to be included in the borrowing 
corporation's specified ratio calculations. Borrowing 
limitation clauses are generally drawn up in accordance 
. h l . . 16 '1' th WJ.t "usua accountJ.ng practJ.ce " prevaJ. J.ng at e 
date of the calculation. The definition of assets and 
liabilities, in debt contracts, however, are not 
entirely based on usual accounting practice. Adjustments 
to specifically include or exclude certain classes of 
assets and liabilities commonly occur (Leftwich, 1983; 
Whittred and Zimmer, 1986). In general, these 
adjustments reduce a borrowing corporation's ability to 
select accounting policies which relax the borrowing 
limitation clause. Whittred and Zimn1er (1986) observed, 
however, that in some cases adjustments to the 
definition of assets and liabilities appeared to favour 
the borrower. For example, some debt contracts allow the 
borrower to revalue non-current assets. 
Evidence that borrowing limitation clauses are adjusted 
to favour the borrower indicates that it is not always a 
conservative ratio imposed on the borrower by the 
lender, as part of a lending arrangement. It is rather, 
a negotiated commercial arrangement designed to serve 
the interests of both parties. In these circumstances, a 
lender who imposes too restrictive a limit on a borrower 
16 This term was used by Whittred and Zimmer (1986), it is taken here to mean 
accounting standards and the conceptual framework. 
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may find the borrower seeking to obtain finance 
elsewhere. If the PDIT is not treated as a meaningful 
liability, and therefore is not perceived as diminishing 
the value of the lender's debt, its inclusion in a 
borrowing limitation clause, may have the effect of 
imposing an unnecessary restriction on a borrower's 
future capacity to incur debt. Accordingly, the PDIT may 
be excluded to satisfy the borrower, because there is no 
perceived cost to the lender. As there is evidence that 
some debt contracts adjust the definition of liabilities 
to exclude the PDIT (Whittred and Zimmer, 1986; and Tay, 
1987}, an examination of debt contracts in Australia may 
provide evidence on how the PDIT is treated by the 
parties to these agreements. 
4. 2 Suryey of user Opinion 
In designing a survey of users, two factors should be 
specially noted. The first is that users of GPFRs 
comprise a large population consisting of many subgroups 
with differing information needs. The second is that 
because TEA is a complex accounting issue, not all users 
will be familiar with it. These factors restrict the 
scope of the survey in two ways. Firstly, for reasons of 
cost, not all subgroups can be surveyed; and secondly, 
only those subgroups having a relatively detailed 
understanding of TEA merit selection. 
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Consideration of the cost/knowledge limitations outlined 
above resulted in the selection of three principle 
subgroups for survey: Investment Houses, Auditors and 
Company Secretaries. 
4.2.1 Inyestment Houses 
Investment Houses are those organisations in the 
financial services sector that are engaged in receiving 
and managing investee funds, particularly from life 
insurance premiums, superannuation contributions and 
personal savings. They represent a numerically small but 
important subgroup of users and are responsible for 
allocation of substantial wealth in the Australian 
econorny17 A significant aspect of their investment 
activity involves the purchase, holding and selling of 
securities in listed companies. This activity requires 
investment houses to analyse the financial statements of 
investee or potential investee listed companies. 
The factors in favour of selecting investm~nt houses for 
the survey are as follows~ 
1 7 At the time of writing there was approximately one hundred and sixty billion 
superannuation dollars invested in the Australian economy. Investment Houses 
manage a significant proportion of these funds. Moreover, Investment Houses 
also invest monies from life insurance policies, pension annuities and general 
savings plans. 
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1} they are high profile organisations which are easy to 
identify; 
2) they are a user group which can be expected to have a 
good knowledge of TEA; and 
3} they are a user group involved in directing 
su'bstantial economic resources to listed Australian 
companies. 
4.2.2 Auditors 
To satisfactorily audit GPFRs, auditors are required to 
have an extensive knowledge of accounting standards and 
the CF. On this basis, it is reasonable to assume that 
the auditors will be knowledgable on issues relating to 
tax-effect accounting and the treatment of deferred tax 
liabilities. Auditors' familiarity with TEA issues, 
together with their importance as a group involved in 
the verification and quality control of public company 
accounts, make an examination of their treatment of the 
PDIT of particular interest. 
Any survey of auditors, which is directed at 
ascertaining their opinion on some aspects of an 
accounting standard, must allow for their role in 
ensuring that reporting entities adopt, and correctly 
apply accounting standards. The role of auditors in 
applying approved accounting standards raises questions 
about their willingness to publicly question the 
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integrity of those standards. An auditor who publicly 
questions the integrity of an accounting standard may 
find himself or herself in the dubious position of being 
engaged in ensuring that a client fully complies with an 
approved accounting standard while simultaneously being 
on record as not approving of it. In such circumstances 
his/her clients might be excused for questioning the 
agenda of the auditor and the purpose, reason and 
benefit of complying with the controversial accounting 
standard. Auditors will have a tendency to avoid such 
potential problems by refraining from publicly 
questioning the integrity of an accounting standard. 
Ascertaining how auditors creat the PDIT is not limited 
to an investigation of whether they approve or 
disapprove of the principles outlined in ASRB 1020 
(ASRB, 1989). To b~ a meaningf;Jl liability the PDIT must 
also satisfy the definition and recognition criteria of 
a liability in the CF. The survey of auditors has been 
designed to ascertain whether they perceive the PDIT as 
satisfying the definition and recognition criteria for a 
liability in the CF (SAC 4). 
The discussion in chapter three raised several 
conceptual controversies surrou~ding the status of the 
PDIT; for example, whether the PDIT is a present 
obligation. Auditors will be sutveyed to ascertain their 
opinion on a number of these issues. 
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4.2.3 Company Secretaries 
Company secretaries often have a professional accounting 
background and generally hold important positions in 
public companies. They often represent their companies 
when dealing with administrative authorities such as the 
Australian Securities Commission and the Australian 
Stor:k Exchange. These activities are likely to make 
company secretaries thoroughly aware of the nature of 
annual reports. Accordingly, they can be expected to 
have some understanding of TEA. The primary reason for 
surveying company secretaries, however, was on grounds 
of cost efficiency. The survey of debt contracts 
{outlined in section 4.3) required a questionnaire to be 
forwarded to company secretaries for a broad range of 
public companies. An additional question was included in 
the questionnaire which sought to ascertain how company 
secretaries treat the PDIT. surveying company 
secretaries :.::. this manner was seen as a cost efficient 
way of ascertaining their opinion. 
4. 3 Survey of Debt Contracts 
Since 1964 Australian Stock Exchange (ASX) listing 
requirements have required debt contracts, governing the 
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issue of listed debt instruments such as convertible 
notes, debentures and unsecured notes to contain a 
borrowing limitation clause. Similar :r-rovisions have 
been adopted in the corporations Law (formerly the 
uniform Companies Acts) for companies that issue debt 
securities to the general public, irrespective of 
whether the securities are to be listed on the stock 
exchange. Neither the ASX nor the Corporations Law have 
ever prescribed how the borrowing limit should be 
calculated, or what it should be. Accordingly, the 
construction and definition of the borrowing limitation 
clause is a matter of negotiation between the lender and 
the borrower. 
Studies by Whittred and Zimmer (1986), and Tay (1987) 
indicate that 20% of the negotiated borrowing limitation 
clauses in convertible note, debenture and unsecured 
note trust deeds (debt contracts) specifically exclude 
the PDIT. The exclusion of a liability from a 
contractual clause designed to limit an entity' s 
capacity to borrow is indicative that the parties to the 
contract may not perceive it to be a meaningful 
liability. Neither Whittred and Zimmer (1986) nor Tay 
(1987) offered any explanation as to why the PDIT was 
excluded. Its exclusion, however, was not seen as an 
overly important phenomenon. The above mentioned studies 
noted that, despite the exclusion of the PDIT in 20% of 
trust deeds, 10% of trust deeds specifically included 
it, and a full 70% made no mention of the PDIT at all. 
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Since borrowing limitation clauses are primarily based 
on a borrowing corporation's audited accounts, those 
trust deeds that did not mention the PDIT were seen as 
including the PDIT by default. This effectively meant 
that 80% of trust deeds could be judged as including the 
PDI~. Accordingly, the inference could be made that the 
exclusion of the PDIT from 20% of trust deeds was too 
small a number to indicate that the PDIT was not being 
treated as a meaningful liability. 
The investigation of the treatment of the PDIT in debt 
contracts will initially focus on surveying as many debt 
contracts as possible18 , issued from 196719 to the 
present day. The debt contracts will be examined to 
ascertain how the PDIT has been treated in the borrowing 
limitation clause; that is, whether it has been 
specifically included, excluded or not mentioned. The 
survey of deeds will cover samples of debt contracts 
beyond those surveyed by Whittred and Zimmer (1986), and 
Tay (1987). Whittred and Zimmer's findings were based on 
a sample of forty-one debt contracts issued between 1972 
and 1983. Tay•s survey was based on a sample of fifty-
eight contracts issued between 1976 and 1985. 
1 8 Contracts that will be examined will include trust deeds for the issue of 
debentures, convertible notes, unsecured notes and private debt contracts. Private 
debt contracts are trust deeds where a borrowing corporation has not obtained 
funds from the public. 
19 Australia's first exposure draft on TEA was in issued in 1967 (ICAA, 1967). 
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The proposed survey of trust deeds can have four 
possible outcomes. 
1) A majority of debt contracts specifically exclude the 
PDIT. 
2) A majority of debt contracts specifically include the 
PDIT. 
3) A majority of debt contracts do not mention the PDIT. 
4) No majority treatment is found. Roughly the same 
number of debt contracts specifically include, exclude 
as do not mention the PDIT. 
If the PDIT is found to be excluded in a majority of 
debt contracts, the 1 '"·n.clusion will be that the PDIT has 
not generally been treated as a meaningful liability 
(1). If the PDIT is found to be included in a majority 
of debt contracts, the conclusion will be that it has 
generally been treated as a meaningful liability (2). A 
finding to the effect that a majority of debt contracts 
do not mention the PDIT { 3 ) , or that there is no 
majority treatment (4), will direct the investigation 
towards the question of whether the parties to these 
non-mentioning contracts regard the PDIT as a meaningful 
liability. 
The failure of a debt contract to mention the PDIT 
generally means it has been included by default 
(Whittred & Zimmer, 1986). As mentioned earlier this 
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does not necessarily mean that the PDIT has been 
intentionally treated as a meaningful liability by the 
parties to such debt contracts. The failure, of a debt 
contract, to mention the PDIT may in fact indicate that 
the parties to non-mentioning (NM) contracts did not 
consider the PDIT, or its nature, when agreeing on a 
borrowing limitation clause. If the parties to NM 
contracts do not consider the nature of the PDIT (when 
negotiating the borrowing limitation clause), NM 
contracts cannot be taken as indicative of how users 
t;reat the PDIT. This has profound implications on how 
the findings of Whittred and Zimmer, and Tay, and the 
results of the survey undertaken here, are to be 
interpreted. This is because even though the NM 
contracts include the PDIT by default, they can no 
longer be said to positively indicate its treatment. 
Accordingly, only those deeds that specifically include 
or exclude t.he PDIT effectively indicate how it is 
treated. On this basis, if excluding deeds outnumber 
those that include the PDIT, the conclusion would be 
that the parties to trust deeds do not generally treat 
the PDIT as a meaningful liability. 
Investigating whether the parties (lender and borrower) 
to NM deeds2 0 regard the PDIT to be a meaningful 
liability, but do not bother to mention it in the 
20 Debt contractl are commonly referred to as trust deeds. The term "deeds" or 
"trust deeds" will be used to collectively describe debenture, unsecured note, 
convcrti~lc note and private debt contracts. 
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borrowing limitation clause, because the PDIT will be 
included by default, requires an examination of whether 
they had any cause to consider its nature. If NM deeds 
are associated with borrowing corporations for whom the 
PDIT is immaterial, it is likely that during the 
negotiation of that corporation's borrowing limitation 
clause the PDIT was not discussed or considered. This 
outcome is a much more plausible scenario than the 
alternative, which is, that the parties to the NM deed 
thought about the nature of the PDIT (even though it was 
insignificant) ; decided it was a meaningful liability, 
b~1t did not mention the PDIT because its inclusion would 
happen by defa•Jlt. 
Determining whether NM deeds are associated with an 
immaterial PDIT require a NM deeds to be compared with 
another group of deeds, that is, deeds that specifically 
include or exclude the PDIT. 
In this investigation we will only compare excluding 
deeds with NM deeds. In determining whether NM deeds are 
associated with an immaterial PDIT a comparison could 
also be done between including and NM deeds. A 
NM/including deed comparison was not done for the 
following reasons. 
1) Conservatism: as it is in the lender's interest to 
include all fo1~s of debt, in the borrowing limitation 
ratio, the PL'IT may be specifically included 
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irrespective of whether it is a material item in the 
borrowing corporations books of account. 
2) A comparison of NM deeds with other deeds will need 
to be done using an independent t-test. The studies of 
Whittred and Zimmer (1986), and Tay (19871 indicate that 
there are very few including deeds. 'J.his brings into 
question whether there will be enough including deeds to 
complete a statistically valid t-test. 
3) The issue of whether NM deeds are associated with an 
immaterial PDIT does not require that they be compared 
with both excluding and including deeds. 
Trust deeds that specifically exclude the PDIT relax the 
borrowing limitation covenant imposed on the borrower. 
As trust deeds are generally designed to protect a 
lender's debt security {se.e section 4 .1), the exclusion 
of the PDIT suggests that it is not being treated as a 
meaningful liability. It is hypothesised that, if the 
PDIT is immaterial, the need for excluding it becomes 
redundant. Accordingly, the decision to specifically 
exclude the PDIT is more likely to arise when a 
borrowing corporation has a larue and significant PDIT, 
since its inclusion is more likely to be seen as 
unnecessarily restricting the borrower's future capacity 
to incur debt. 
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Comparing the significance of the PDIT between NM and 
excluding deeds need not necessarily lead to the finding 
of a significant statistical difference. If, for 
example, the parties to trust deeds (whether NM, 
including or excluding) collectively do not take an 
interest in the nature of the PDIT, one would not expect 
to find any significant statistical difference between 
deeds. Such a result, however, is still an important 
finding because it indicates that trust deeds, in 
general, do not describe the treatment of the PDIT. 
Consequently, the works such as Whittred and Zimmer 
(19861, and Tay (1987) cannot form the basis for 
claiming that the PDIT appears to have been generally 
treated as a meaningful liability. 
A finding that NM deeds are associated with an 
immaterial PDIT (whereas excluding deeds are associated 
with material PDITs) will imply, that only excluding or 
including deeds can be taken as indicating its treatment 
b¥ the parties to trust deeds. 
In hypothesis form the basic research question can be 
stated as follows: 
Ha2. Trust deeds that do not mention the PDIT are 
associated wi·th borrowing corporations which have 
an immaterial PDIT. 
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The significance of a POIT can be measured in a number 
of different ways. Clearly, ab~olute dollar value is not 
an effective measure of significance, since the quantum 
of a borrowing corporation's other liabilities determine 
the relative irnporta~ce of the PDIT. Nor is it possible 
to restrict the question of the significance of a PDIT 
to its relative size as a percentage of total 
liabilities. There are several other factors which may 
partly determine whether the PDIT is significant. For 
example, two borrowing corpo~ations having the same PDIT 
{as a percentage of total liabilities) may regard it 
somewhat differently if one has a very high level of 
gearing compared to the other. Borrowing corporations 
with high levels of gearing, are likely to find a 
borrowing limitation clause more restrictive than those 
with a low level of gearing. Accordingly, a highly 
geared borrower is likely to place greater significance 
on the possible inclusion of the PDIT in a borrowing 
limitation clause. 
The presence of -other factors~ which can determine the 
significance of the PDIT, means that the general 
hypothesis Ha2 can only be tested by breaking it down 
into more specific hypotheses. Each of the hypotheses 
that follow (Ha2.1 - Ha2.5), identifies a specific 
factor that may determine the significance of the PDIT 
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to the parties21 to a trust deed. In each case a 
hypothesis will be stated followed by a discussion on 
why the hypothesis is seen as partly explaining the 
significance of the PDIT. 
Ra2 .1: Trust deeds that do not mention the PD:IT 
are associated with borrowing corporations which 
have a small PDIT, as a percentage of total 
liabilities. 
If evidence is found in support of Ha2 .1 it could be 
argued that NM deeds do not indicate user treatment of 
the PDIT. This would be so because the PDIT, being 
immaterial, would probably arouse little or no interest 
among the parties to NM deeds. In addition, if trust 
deeds that specifically exclude the PDIT are associated 
with borrowing corporations for whom the PDIT is large 
as a percentage of total liabilities, the presumption 
would be that the parties to excluding deeds are more 
likely to have considered its nature. 
Ra2. 2: TruE'-t deeds that do not mention the PD!T 
are associated with borrowing corporations which 
have l>:»w levels of gearing. 
21 There arc three parties to a trust deed, a lender, a borrower and an authmised 
trustee. As the trustee is appointed to protect the interests of the lender, the term 
"parties" can be taken to mean the borrower and the lender. 
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If a borrowing corporation is highly geared, compared to 
others in its industry, the parties to its debt contract 
are likely to be more sensitive to any borrowing 
limitation clause. The lender, for example, may want to 
ensure that the borrowin9 corporation cannot increase 
gearing beyond an already high level, whlle the 
borrowing corporation may want to preserve, as much as 
possible, its future capacity to borrow. In these 
circumstances if the PDIT is not regarded as a 
meaningful liability, there is likely to be a greater 
tendency for its exclusion from the borrowing limitation 
clause. Failure to exclude it will be seen as 
unnecessarily limiting the borrowing corporation's 
future capacity to borrow. 
If excluding deeds are associated with higher levels of 
gearing than NM deeds, it can be argued that the parties 
to NM deeds did r.ot specifically include or exclude the 
PDIT because they had little or no reason to consider 
its impact. Accordingly, NM deeds should not be taken as 
indicating user opinion on the nature of the PDIT. 
Ba2. 3: Trust deeds that do not mention the PDIT 
all<:>w a higher ratio of debt to equity than those 
trust deeds where tl:le PDIT is excluded. 
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If the borrowing limitation clause, as it appears in a 
trust deed, is particularly restrictive on the capacity 
of the borrowing corporation to incur debt, and the 
parties to the contract do not consider the PDIT to be a 
meaningful liability, there may be a tendency to exclude 
the PDIT on the basis that the already restrictive 
borrowing clause adequately protects the interest of the 
lender. 
If the borrowing limitation clauses in NM deeds are 
found to permit a higher ratio of debt to equity than 
the clauses of excluding deeds, the NM deeds might be 
said to relate to groups for whom the PDIT is not an 
issue. This is so because the comiJaratively higher (more 
relaxed) debt /equity ratio in NM deeds, effectively 
gives the borrvwing corporation greater scope to 
increase future gearing, and hence reduces concern about 
the impact of the PDIT. Accordingly. a finding that 
excluding deeds tend to be associated with a more 
restrictive borrowing l~mitation ratio, than NM deeds, 
would indicate that the parties to excluding de,~ds, 
having agreed to a more restrictive borrowing limitation 
ratio went on to consider the impact and nature of the 
PDIT and decided to exclude it. Again, in the above 
circumstances, if the parties to the excluding deeds are 
the only group with an effective need to consider the 
nature of the PDIT, they must be seen as the group that 
is truly indicative of how the parties to debt contracts 
treat the PDIT. 
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Ba2.4: Trust deeds that exclude the PDIT are 
associated with borrowing corporations for which 
the PDIT is expected to substantially increase. 
The nature of the PDIT means that to some extent its 
future recognition is predictable. For example, a 
borrowing corporation about to embark on a capital 
expansion program, resulting in substantial accelerated 
depreciation, is likely to know that the incidence of 
accelerated depreciation will create a future PDIT. In 
these circumstances, if the parties to the debt contract 
do not regard the P:>IT to be a meaningful liability, 
there may be a tendency to specifically exclude the PDIT 
from the borrowing limitation clause. This is because 
its inclusion will inflate the borrowing corporation's 
level of gearing which, in turn, may restrict the 
borrowing corporation's future capacity to borrow, or 
even result in a future breach of the debt/equity ratio 
limitation in the trust deed. If evidence is found that, 
compared to NM deeds, excluding deeds are associated 
with borrowing corporations for which the PDIT 
increases, it can be argued that the parties to 
excluding deeds, knowing that the PDIT was going to rise 
rapidly over tim€, had cause to consider its nature, and 
consequently moved to exclude it. The parties to NM 
deeds, having no corresponding need to consider the 
potential impact of a rising PDIT, had little r~ason to 
consider its nature and therefore simply ignored it. 
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Ba2. 5: Trust deeds that do not mention the PDI'l' 
are associated with borrowing corporations which 
have not adopted ~BA. 
Sidhu and Whittred (1993) examined the pattern of 
adoption by companies of TEA in the 1970s, and found a 
political cost explanation for early adoption. If the 
voluntary adoption of TEA is driven by political cost 
concerns, in particular the desire to smooth profits, 
there is some doubt whether management will think of the 
PDIT as a meaningful liability. Management, having 
achieved its primary objective of smoothing 
profit/losses, will have little interest in the 
conceptual status of the PDJT subsequently appearing in 
the balance sheet. This may not be the case, however, if 
a trust deed places a formal restriction on management's 
capacity to borrow, and that borrowing limitation 
includes the PDIT-by default. In these circumstances, if 
the PDIT is not regarded as a meaningful liability, the 
borrowing corporation might act to specifically exclude 
the PDIT to minimise restrictions on its future capacity 
to borrow. A borrowing corporation which has not adopted 
TEA would seem to have very little reason for 
specifically including or excluding the PDI~. 
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4. l .1 fhe Bqrrpw!nq Limit cal gulatipn 
If the presumption that NM deeds include the PDIT by 
default is correct, one would expect to find that all 
borrowing corporations, when calculating their 
debt/equity ratio as required by a trust deed, would 
move to include the PDIT. A finding that some borrowing 
corporations with NM deeds, chose not to include the 
PDIT, indicate that its inclusion by default in all 
cases cannot be assumed. 
Ha2. 6: Borrowing corporations whose trust deeds 
do not mention the PDIT always include it when 
calculating the debt/equity ratio outlined in the 
deed. 
4 1 4 some cqmment s 
The proposed survey of user groups and analysis of trust 
deeds has been designed to gather evidence on how users 
treat the PDIT. It is possible that by examiring 
different user groups the research results will convey a 
conflicting message; some groups treating the PDIT as a 
meaningful liability, while others do not. conflicting 
results, however, do not necessarily diminish the 
significance of the research. Users of financial 
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statements often have differing information needs. 
Whether the PDIT is treated as a meaningful liability 
can only be understood by examining differing user 
groups. Ascertaining t·Thy a differing treatment of the 
PDIT might arise, is beyond the scope of this thesis. 
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CBAPTBR 5 
MBTBODOLOGY 
5.1 Inyastment Bouaes 
A list:ing of the business names and addresses of all 
investment houses currently operating in Australia was 
obtained from the "ASCPA Financial Services Guide 1992" 
(ASCPA, 1992) . The accurec:r and completeness of the list 
contained in the ASCPA publication, which identified one 
hundred and thirty-three investment houses, was 
confirmed by contacting the Securitor Financial Group, 
an organisation extensi vel~{ engaged in surveying and 
researching investment house products. Securitor advised 
that the ASCPA list was both accurate and comprehensive. 
A questionnaire titled, "Conceptual Accounting Issues: A 
survey of the Opinion of Investment Houses on the Nature 
of the Provision For Deferred Income Tax LiabilityM was 
forwarded to the f.und manager of each investment house. 
Preliminary discussions with Securitor and several Perth 
based investment houses, indicated that the title ~ 
Manager generally identified the person responsible for 
analysing the financial statements of investee and 
potential investee reporting entities. 
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The questionnaire contained three qu.estions. The first 
two focused on whether the administrative procedures and 
guidelines used by investment houses, in analysing and 
evaluating GPFRs, treated the PDIT as a meaningful 
liability. The third question was aimed at obtaining the 
fund manager's personal opinion on whether the PDIT was 
considered a meaningful liability. In general terms the 
questionnaire can be expected to provide some evidence 
on how investment houses treat the PDIT at an official 
level. The personal opinion of a fund manager will 
clarify how the PDIT is treated if an investment house 
has no official guidelines on its inclusion or exclusion 
when carrying out financial analysis. 
5.1, 1 Reyiew of Questionnaire 
The first question (refer to question 1 in appendix 3) 
consisted of two balance sheets which were identical 
except that non-current liabilities in one consisted of 
a bank loan, while the other disclosed a PDIT. The 
respondent was asked to calculate the debt/equity ratios 
for both balance sheets. The exclusion of the PDIT from 
the debt/equity calculation would indicate that it is 
not treated as a meaningful liability. 
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The second question (refer to question 2 in appendix 3) 
is similar to the first; it also consisted of two 
balance sheets differentiated by a PDIT item. In 
question two, however, the respondent was asked to 
select the balance sheet indicatina the lower cotential 
credit risk. Question two is aimed at overcoming a 
perceived shortcoming in question one, namely that a 
debt/equity ratio calculation may be such a mechanical 
process that it is simply calculated on the net balances 
as they appear in a balance sheet, without any reference 
to, or consideration of, any specific accounting items. 
Question two offered the respondent four possible 
replies. Three of these: the selection of the balance 
sheet showing a bank loan as opposed to a PDIT; a 
statement that the credit risk for both balance sheets 
was the same; and that there wae not enough information 
to decide which balance sheet was the lower credit risk, 
all imply the PDIT is being treated as a meaningful 
liability. This is so because if a respondent does not 
treat the PDIT as a meaningful liability, he or she 
would select the balance sheet with the PDIT as having 
the lower credit risk. Asking for more information about 
the PDIT clearly implies that the respondent believes 
the PDIT to be comparable with a bank loan, and 
therefore a meaningful liability. The selection, in 
question two, of the balance sheet that contains the 
PDIT, is the only response that would indicate the PDIT 
is not treated as a meaningful liability. 
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It is possible that the balance sheet with the PDIT will 
be selected in question 2 because the non-current bank 
loan is seen as requiring earlier settl•ament. 
Consequently, question two might fail to clearly 
indicate the treatment of the PDIT. It should be noted, 
however, that neither balance sheet provides information 
on the maturity date of the non-current bank loan or the 
PDIT. Furthermore, there is no apparent reason why a 
non-current bank loan sh:mld be repayable before a PDIT. 
Finally, if a respondent is unsure about which 
liability, bank loan or PDIT, will be paid first, the 
I,' • :<J,appropriate response would be to indicate the need for 
,, 
more information. 
These factors suggest that the selection of the balance 
sheet with the PDIT, will indicate the PDIT is not 
treated as a meaningful liability. It remains possible, 
however, that the selection of the balance sheet with 
the PDIT, as having the lower credit risk, may only 
serve to indicate that the PDIT is treated as a 
longer-term liability than a non-current bank loan. The 
treatment of the PDIT in this way is, however, still of 
interest because it indicates a general perception that 
the PDIT matures over a longer term than a non-current 
bank loan. One possible explanation for this can be 
found in the research completed by Gi voly and Hayn 
(1992); Givoly a:1<l llayn found that users tend to 
discount the PDIT for recurring timing differences (see 
" }I 
li 
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section 3. 3. 6) . Discounting the PDIT in this way 
suggests that users perceive at least part of the PDIT 
to be long term in nature. 
The third question is aimed at obtaining the personal 
opinion of fund managers on the nature of the POIT. As 
TEA is an approved accounting standard (ASRB 1020, 1989) 
it was considered that a straight forward question, as 
to whether the respondent regarded the PDIT to be a 
meaningful liability, might cause some confusion. In 
particular, why would a liability raised by applying an 
approved accounting standard not be meaningful? As a 
result, question three contained a brief co:'lceptual 
discussion on the arguments in favour of, and against, 
treating the PDIT as a meaningful liability. This 
information is intended to highlight the debate and 
thereb¥ prompt some reflection by the respondent on the 
issue. 
The issue put to fund managers in question three was 
whether they think the provision for deferred income tax 
liability is a genuine liability that requires the 
sacrifice of economic resources at some future point in 
time. Their response to this question was measured by 
way of a five-point Likert scale, ranging from strongly 
agree to strongly disagree. 
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5, 2 Auditors 
Preliminary discussions with the ICAA and the ASCPA 
indicated that the population frame of auditors in 
Australia is probably in the region of five to seven 
thousand. It was considered impractical to forward a 
questionnaire to a population of this size, accordingly, 
the population frame was broken down into two sample 
groups. 
The first group consisted of those auditors directly 
engaged in the audit of companies listed on the ASX. As 
the general purpose of the questionnaire is to examine 
the perceived status of the PDIT within the provisions 
of the CF, this subgroup of public company auditors was 
considered particularly appropriate. Firstly, listed 
companies are required to adopt TEA and hence are likely 
to disclose some information about the PDIT, requiring 
consideration by an auditor. Secondly, the financial 
statements of listed companies enjoy a high profile. 
Accordingly, one might expect auditors to Ue 
particularly sensitive about the nature of what is 
disclosed in listed company accounts. Auditors in this 
subgroup were identified by using the ASX' s CD-ROM 
"Datadisc" (Australian Stock Exchange [ASX], 1993). The 
Datadisc holds, among other things, the corporate 
details of every listed company in Australia. The 
examination of this source led to the identification of 
one hundred and seventy-six audit firms. A questionnaire 
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was posted to an audit partner of each such audit 
(accounting) firm. 
The second sample selected from the population frame can 
be identified as a cluster sample. As there is no reason 
to believe that the opinion of auditors, on accounting 
issues, is determined by geographical location, the 
survey of auditors was restricted to those residing in 
weotern Australia. western Australian branches of ICAA 
and the ASCPA were approached for a mailing list of 
their members involved in the audit area. The ICAA and 
the ASCPA advised that their membership identified an 
interest or involvement in auditing on their annual 
subscription forms. The ASCPA provided a list of one 
hundred and twenty-two names. This list represented 
members of the ASCPA who had a ncpAa accounting 
designation and were either directly engaged in or had 
an interest in auditing. The ICAA provided a similar 
list. Their list of members, however, only covered 
Chartered Accountants who were working in public 
practice. The ASCPA list theoretically could include 
members from any area of the accounting profession. The 
ICAA list contained a total of four hundred and seventy 
names. An aggregate of five hundred and ninety-two 
questionnaires were posted to the members identified 
above. 
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5. 2 ,1 Review of Questionnaire 
The questionnaire consisted of nine questions (refer to 
appendix 4) . The first three sought deo1lographic details 
including: job function; audit experience; and specific 
accounting designation. The remaining six consisted of 
various conceptual statements about the status of the 
PDIT. Each question was accompanied by a five-point 
Likert scale, asking the respondent to either strongly 
agree, agree, neither agree nor disagree, disagree or 
strongly disagree with the relevant conceptual 
statement. 
As discussed in section 4.2.2 the conceptual statements 
were drafted to reflect several controversial issues, 
concerning the PDIT. In summary, the questions 
identified the following conceptual issues: 
1) Can a loss constitute a real settlement of a PDIT? 
2) Is the PDIT a present obligation? 
3) Can a present obligation depend on the occurrence of 
a future event? 
4) Should the PDIT be treated as an aggregate account? 
5) Should recurring timing differences be recognised as 
a liability? 
6) Should the PDIT be disclosed if its measurement is 
possibly unreliable? 
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Each question is considered to stand on its own. 
Accordingly, the analysis will generally focus on 
ascertaining the prevailing attitude to these issues. 
5.2.2 Internal VAlidity 
Although the questions in the questionnaire focus on 
differing conceptual issues, and are considered 
relatively independent, if a respondent has a 
preconceived notion of whether a PDIT is a meaningful 
liability, some questions can be expected to be answered 
in a particular way. For example, if a respondent 
believes that the PDIT is a meaningful liability, then 
the respondent is likely to agree with question nine 
(see question 9 in appendix 4), in the questionnaire, 
which generally states that the PDIT is useful 
information. It is possible that a respondent will 
regard the PDIT as useful information, even though he or 
she does not consider it to be a meaningful liability. 
I~ these circumstances, the PDIT may be seen as useful 
because it reflects the current total of deferred tax 
arising from the tax allocation process. We hypothesise 
that these respondents favour a matching principle 
approach to TEA, and treat ITE, not the PDIT, as the 
critical accounting item. A PDIT account which is merely 
seen as the off-loading of deferred credits to the 
balance sheet is less likely to be perceived as, and as 
useful as, a PDIT account considered to be a meaningful 
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liability. Accordingly, a respondent who is of the 
opinion that the PDIT is not a meaningful liability, is 
less likely to treat it as an important piece of 
information than a respondent who considers the PDIT to 
be a liability requiring an unavoidable future sacrifice 
of economic resources. 
The reasons outlined above also suggest that a 
respondent, who is of the opinion that the PDIT is 
useful information, should indicate in question five 
(refer to questionnaire in appendix 4), that the PDIT is 
a present obligation, and take the view, in question 
eight, that the apparent non-reversal of a PDIT, in 
aggregate over time, is a valid reason for not 
recognising the PDIT (or part of the PDIT) in the books 
of account 22 . If an analysis of the responses to the 
questionnaire indicates that the answers to questions 5, 
8 and 9 (see appendix 4) are internally consistent, the 
presumption will be that the questionnaire has generally 
been understood and carefully considered. 
22 A respondent who is of the opinion that a PDIT is merely a deferred credit that 
should be reported in the balance sheet, will not be troubled by the non-reversal 
over time of a PDIT. A respondent, however, who believes that the PDIT is a 
meaningful liability will be more concerned if that liability docs not appear to 
settle (reverse) over time. 
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5.3 Cgmnany Soqrotarioa 
A questionnaire, addressed to the company secretaries, 
was forwarded to all Australian public companies with 
shareholders • funds exr:eeding $15 000 000 (see appendix 
5). In addition every public cor.1pany, irrespective of 
industry or size, with convertible notes, debentures or 
unsecured notes on issue, whether these securities were 
listed or not, was also placed on the mailing list (see 
appendix 6). In both cases the list of company names was 
taken from the ASX's March 1993 Datadisc (ASX, 19931. 
As discussed in section 4.2, the questionnaire primarily 
focused on debt contracts. The last question, however, 
was directed at ascertaining the respondent's opinion on 
the nature of the PDIT. The question began by pointing 
out that not all accountants considered the PDIT to be a 
meaningful liability. No details were given on the 
nature of the PDIT controversy. The reason for infer ng 
respondents that the PDIT was the subject of 
disagr:eement was to ensure that the question was 
answered without a biased opinion. If company 
secretaries believe accountants treat the PDIT as a 
meaningful liability, (one requiring the future outflow 
of economic resources), which is likely considering TEA 
is an approved standard, they may be influenced by the 
perceived stance of accountants and follow their view in 
tr~ating the PDIT as a meaningful liability. It was 
thought that informing respondents of the uncertain 
124 
nature of the PDIT would result in a more thoughtful 
answer. 
The question asked the respondent to rate, on a 
five-point Likert scale, ranging fro;·, strongly agree to 
strongly disagree, the following statement: "The 
provision for deferred income tax liability is a genuine 
liability requiring settlement at some future ))Oint in 
time". 
5, 3.1 Analysis of Responses 
The sampling procedure described in section 5.3 
identified five-hundred and twenty public companies. 
This .. cepresents nearly 30% of all Australian public 
companies. A questionnaire was forwarded to the company 
secretary of each company. 
Can the responces received be generalised to public 
company secretaries? The question of reliability arises 
because the nature of the PDIT involves several complex 
issues. Consequently, there is a possibility that 
company secretaries may not consider, or indeed, 
appreciate these issues. Checks on internal validity are 
further inhibited as one question only was directed at 
surveying the treatment of PDITs. The use of a single 
question prevents the comparison of questions to test 
for consistency of response. 
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In view of the limitations outlined above, alternative 
measures of generalisibility need to be established to 
ascertain whether company secretaries generally 
understood and carefully considered the question. One 
possible way of doing this is to ascertain whether a 
relationship exists between the opinion respondents have 
on the nature of the PDIT, and the size and importance 
of the PDIT, as it appears in the financial statements 
of the company for which they act as sec..:etary. The 
assumption here is that company secretaries, when 
considering complex issues such as the nature of the 
PDIT, may be partly influenced by the financial 
statements of the company for which they act. For 
example, if a respondent acts for a company with a large 
PDIT it seems reasonable to assume that the respondent 
has cn~~idered its nature. On the other hand, a company 
secretary whose company has an immaterial PDIT may not 
have a strong reason to think about it and consider its 
status. Evidence which establishes an association 
between the opinion of company secretaries, and the size 
and importance of their company's PDIT, implies that the 
responses are probably reliable. This is so because a 
statistical association between company secretary 
responses and the significance of the PDIT would 
indicate that the response to the questionnaire is not 
random. If company secretaries have not carefully 
considered the question, one would not expect to find 
any statistical correlation between responses and the 
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nature of the PDIT. 
Whether a PDIT can be considered to be important and 
significant to a company secreta~ is not based on its 
size alone. Other factors indicating importance and 
significance include: the degree to which the PDIT has 
increased over time (a rising PDIT should draw attention 
to its nature); and the company's gearing (high gear.ing 
implies greater concern about cash flow, hence the need 
to repay, and think about, the nature of the PDIT) . 
The association between size and importance of the PDIT, 
as out. lined above, and company secretary responses to 
the qu•estionnaire will be tested by using an independent 
t-test at a 5% confidence level. 
5,3,2,1 Limitation of Internal Validity Cheek 
The relative importance of the PDIT, as it appears in a 
company's books of accounts, may not be a factor in 
explaining a company secretary's treatment of the PDIT. 
The views of company secretaries could be based on other 
facto:r-s.. such as their general accounting background, 
education and experience. If this is the case, one would 
not expect to find any association between the relative 
size of a company's PDIT, and a company secretary's 
response. 
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5.4 Debt Contracts 
Ascertaining how parties to debt contracts treat the 
PDI'T', by examining its treatment in trust deeds, is 
complicated b¥ the fact that most trust deeds appear not 
to mention the PDIT (see section 4.3). Whittred, Zimmer 
(1986) and Tay (1987) concluded that trust deeds which 
do not mention the PDIT effectively include it by 
default. As mentioned before, an important objective of 
this study is to ascertain whether the parties to a 
trust deed, that has not mentioned the PDIT, treated the 
PDIT as a meaningful liability, but did not bother to 
mention it because they knew it would be included by 
default. The alternative is that they did not mention 
the PDIT because they never thought about it. If 
evidence is found which suggests that NM deeds are 
associated with borrowing corporations for whom the PDIT 
is irmnaterial or irrelevant, the presumption will be 
that the PDIT was probably ignored during the 
negotiation of the deed's debt/equity, debt/asset ratio. 
The failure of NM deeds to describe the treatment of the 
PDIT would imply that only those trust deeds which 
specifically include or exclude the PDIT can be taken as 
positively indicating how parties to debt contracts 
treat the PDIT. 
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Addressing this issue requires information on the size 
of the PDIT (see section 4.3), the level of gearing 
permitted in the contract, whether the parties to the 
contract actually include thr~ PDIT in the debt/equity 
and/or debt/asset calculations, the issue date of the 
trust deed, and the solicitor who drafted the trust 
deed. 
Detailed information on trust deeds can be obtained in 
two ways. Firstly, the parties to a trust deed (lender, 
borrower or trustee) can be asked, by means of a survey, 
to provide the necessary information. Secondly, trust 
deeds, to the extent they are publicly available, can be 
individually examined. As the survey will benefit from 
the inclusion of as many trust deeds as possible, and 
the Australian market for convertible notes, debentures 
and unsecured notes is relatively small, both of the 
methods outlined above will be used. 
5 I 4 I 1 Survey cf Parties to Debt Contracts 
As copies of a trust deed are likely to be held by both 
lender/trustee and borrower, a survey of trust deeds 
could be directed to either party. 
The immediate question is which party, lender/trustee or 
borrower, should be surveyed? A trust deed for the 
issue of convertible notes, debentures or unsecured 
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notes is only required by the ASX or the Corporations 
Law, when securities are issued to the investing public. 
For administrative purposes, however, individual 
subscribers to debt securities, are not treated as 
individual lenders. section 1052 of the Corporations Law 
(CCH, 1992, sec.l052} requires that a registered trustee 
be appointed to represent their collective interests, 
and monitor compliance with the terms and conditions of 
the trust deed. The entities qualified to act as a 
trustee are generally restricted to authorised trustee 
corpcrations (listed in Schedule 9 of the Corporations 
Law) (CCH, 1992, p.44 993). This restriction is of 
interest for two reasons. Firstly, since authorised 
trustees are the only group who can represent the 
interests of lenders, for a public issue of debt 
securities, a questionnaire directed to authorised 
trustee corporations will theoretically cover all the 
convertible note, debenture and unsecured note issues in 
Australia. secondly, as there are only fifty-one 
authorised trustee corporations in Australia, a survey 
of this group will be small and cost effective. 
Preliminary enquires with a number of authorised 
trustees indicated that they were willing to participate 
in a questionnaire-survey. Moreover, the Trustee 
companies Association, a professional organisation whose 
members are drawn from the ranks of authorised trustees, 
offered its support by agreeing to at tach a letter 
asking members to complete the questionnaire. A 
130 
' •F 
I 
! 
questionnaire was prepared and distributed to all 
registered trustee corporations in Australia (refer to 
appendix 2 for a copy of the questionnaire). The 
questionnaire sought information on any trust deed for 
which the trustee corporation currently acts, as well as 
those trust deeds that had expired, but for which copies 
were still available. The questionnaire also sought some 
basic information on how trustee corporations treat the 
PDIT. 
Despite considerable effort in following up the 
questionnaire with reminder telephone calls, having the 
Trustee Companies Association send out reminder letters, 
and even on occasions directly calling its members with 
a request to complete the questionnaire, the response 
rate was so low as to render the survey unusable. 
Follow-up discussions with a number of the trustees, wh0 
did not respond, uncovered two contributing factors. 
Firstly, trust deeds were often regarded as confidential 
documents, even though they are effectively on public 
record. Secondly, there was a general reluctance to 
respond to a questionnaire which required the location 
and partial reading of legal documents. These findings 
led to the general conclusion that any survey of 
potential lenders, such as banks, non-bank financial 
institutions, investment houses and insurance companies, 
where a lender holds several trust deeds (debt 
contracts), was unlikely to be successful. Accordingly, 
the only practical method of surveying parties to trust 
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deeds (debt contracts) was to direct the questionnaire 
at borrowers. 
The immediate problem of surveying borrowing 
corporations is determining which of the approximately 
one thousand nine hundred public companies in 
Australia23 have trust deeds connected with the issue of 
convertible notes, debentures or unsecured notes. The 
ASX • s Datadisc (ASX, 1993) was used to identify one 
hundred and eighty public companies with either 
convertible notes, debentures or unsecured notes on 
issue. Trust deeds, however, are only required for 
public issues. As a r~~sult, there is no way of telling 
whether the debt instruments identified from the 
Datadisc were private placements, for example a 
debenture issued to a bank. 
Discussions with the commercial lending departments of 
the National Australia and the Westpac banks in Perth 
indicated that private debt contracts often have similar 
provisions to trust deeds used for public issues. For 
these reasons it is considered that the borrowing 
limitation clause in a private debt contract will be 
similarly negotiated. Consequently, trust deeds and 
private debt contracts should provide similar evidence 
on the treatment of the PDIT. Accordingly, both public 
trust deeds and private debt contracts are considered 
23 This number was obtained from the Australian Stock Exchange's March 1993 
Datadisc CD-ROM. 
132 
relevant to the research. The inability to separate 
public and private placements of convertible notes, 
debentures and unsecured notes was not seen as a cause 
for concern. Moreover, the existence of private 
contracts raised the possibility that the number of 
trust deeds surveyed might be extended well beyond the 
one hundred and eighty public companies already 
identified. Public companies having private lending 
arrangements, other than convertible notes, debentures 
or unsecured notes, with banks and other financial 
institutions, the substance of which are not separately 
disclosed in their financial statements, might also have 
some form of debt contract incorporating a borrowing 
limitation clause. Consequently, the survey of borrowing 
corporations was expanded from the one hundred and 
eighty companies already identified, to include every 
public company in Australia with shareholders' funds 
over fifteen million dollars. In total five hundred and 
twenty public companies were surveyed. 
The questionnaire forwarded to public companies 
specifically identified as having convertible notes, 
debentures or unsecured notes on issue, sought details 
on the following (see appendix 6): 
1) The issue date of the trust deed; 
2) Whether the PDIT was specifically included, excluded 
or not mentioned in the borrowing limitation clause; and 
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3) If the PDIT was not mentioned, whether it was 
actually included or excluded when computing the 
debt/equity limitation ratio. 
The questionnaire forwarded to those public companies 
for which DQ convertible notes, debentures or unsecured 
.notes had been specifically ident.ified, asked whether 
the company had any debt contract which placed a 
limitation on the company's borrowings. If such a 
contract existed, the respondent was asked the same 
questions as outlined for trust deeds, except for point 
three above (see appendix 6). 
The respondent was not asked how the PDIT would be 
treated, if it was not mentioned in the contract. 
Although company secretaries are likely to be 
responsible for executing and formalising debt 
contracts, it is probable the company accountant 
actually completes the debt/equity calculation. 
Considering the low response rate from authorised 
trustees, it was felt that asking a company secretary to 
approach the company accountant to complete the 
questionnaire, could seriously reduce the response rate. 
This \V"as considered to be less of a problem for those 
borrowing corporations with a public debt issue, because 
publicly issued debt requires an authorised trustee. The 
presence of an authorised trustee imposes considerable 
administrative obligations on a borrowing corporation, 
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including the regular submission of audited accounts. 
The formal nature of these obligations can be expected 
to result in the company secretary being more familiar 
with the borrowing limitation clause. 
A total of one hundred and ninety-seven responses were 
received from the five-hundred and twenty distributed 
questionnaires (38%). Of the responses received, one 
hundred and thirty-five companies advised they had no 
debt contracts or trust deeds in force, and answered to 
the likert scale question only (see section 5.3). For 
the sixty-two companies which indicated they had a debt 
contract or trust deed in force, thirty-seven advised of 
publicly issued trust deeds, and twenty-five gave 
details of private placement debt contacts. 
5. 4. 2 Examination of Trust Deeds 
Surveying borrowers had several limitations. Firstly, 
asking respondents too much detail about their debt 
contracts would almost certainly reduce response rates, 
accordingly it was considered unwise to request 
information on trust deed debt/equity ratios and the 
name of the deed • s drafting solicitor. Secondly, 
respondents can only be effe·ctively surveyed on those 
trust deeds and debt contract:s that are currently in 
force. Asking a respondent to find an old file to obtain 
a copy of an expired trust deed adds, perhaps 
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considerably, to the time needed to answer the 
questionnaire. The specific location, sighting and 
examination of publicly available trust deeds can 
overcome some of the difficulties mentioned above. The 
physical examination of trust deeds not only facilitates 
the gathering of detailed information, it also allows 
for information to be obtained from expired contracts. 
Debt contracts, required by Corporations Law, do not 
have to be lodged with either the Australian Securities 
Commission (ASC) or the Australian Stock Exchange (ASX) . 
Both bodies, however, have the right to request, and 
make public, a copy of a trust deed. Enquires with the 
Perth office of the ASC established that trust deeds 
were not generally lodged with the ASC, and accordingly, 
were not available for inspection. Moreover, they 
advised that the changeover from the various State 
Corporate Offices in 1991, had led to considerable 
problems with pre 1991 corporate records. The ASC 
suggested those trust deeds issued before 1991, even if 
they were held, would be difficult to locate. 
Discussions with the ASX were more fruitful. They 
advised that many companies voluntarily lodged trust 
deeds with their local exchange. They also advised that 
hard copies of all trust deeds lodged with the ASX, 
irrespective of state, are held in archives at the 
University of Sydney. The documents held at the 
university of Sydney are in effect the only collection 
of publicly available trust deeds in Australia. A number 
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of requests were made to authorised trustees to examine 
the trust deeds in their possession; in all cases, 
however, the request was denied. Accordingly, an 
examination of the trust deeds held at the University of 
Sydney, constituted the extent of the physical 
examination of trust deeds. 
The examination of trust deeds was limited to those 
issued on or after 1967 (the year the ICAA issued EDl). 
A total of one hundred and twenty-nine trust deeds met 
this criterion.24 From each trust deed the following 
details were taken: whether the PDIT was specifically 
included, excluded or not mentioned; the permissible 
debt/equity ratio; the date of the deed; the trustee to 
the deed; and the solicitor who drafted the deed. 
•rhe survey outlined in section 5. 4 .1, and the actual 
examination of publicly available trust deeds, yielded a 
total of one hundred and eighty useable trust deeds and 
debt contracts (hereafter collectively referred to as 
trust deeds) . 
24 Eleven trust deeds identified at the University of Sydney were also identified 
from the questionnaire. When this occurred details of the dteds form both sources 
were compared. In all cases the information for trust deeds were found to be 
consistent. This result has been taken as evidence that the responses to the 
questionnaire are reliable. 
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5,4.3 Analyaia of Data 
As discussed in Section 5. 4, the general research 
question with respect to the analysis of trust deeds, is 
whether "Trust deeds that do not mention the PDIT are 
associated with those borrowing corporations for whom 
the PDIT is immaterial or irrelevant. • Determining 
whether a PDIT is material or relevant for a particul~~ 
borrowing corporation, involves examining its audited 
accounts. For each borrowing corporation this 
information was obtained from the Australian Graduate 
School of Management's Annual Report File and the ASX 
CD-Rom Datadisc (ASX, 1993). 
A number of more specific hypotheses were developed to 
effectively test the general hypothesis outlined above 
(see Ha2 section 4.3). Each hypothesis generally 
involves comparing the materiality and relevance of the 
PDIT, for the one hundred and thirty-two trust deeds 
(73%) that did not mention the PDIT, with the thirty-one 
(17%) of trust deeds found to have specifically excluded 
it. 
Hypotheses Ha2.1, Ha2.2, Ha2.3 and Ha2.4 were tested 
using an independent t-test with a 5% confidence 
level, Ha2.5 was tested using a test of the difference 
of two proportions. Ha. 2. 6 and Ha2. 7 did not need 
testing b¥ use of any statistical procedure. Ha.2.6 and 
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Ha2. 7 can b<> accepted or rejected by sighting and 
classifying th.e survey results .. 
lla2 .1: Trust deeds that do not mention the PDIT 
are associated with borrowing corporations which 
have a small PDIT, as a percentage of total 
liabilities. 
The balance of the PDIT, divided Qy total liabilities, 
was obtained from the audited accounts of each borrowing 
corporation, published immediately before the issue date 
of the borrowing corporation's, NM or excluding trust 
deeds. A t-test was done to determine whether the mean 
balance of the PDIT (PDIT\Total liabilities) for those 
borrowing corporations whose trust deeds exclude the 
PDIT is significantly higher from those with NM deeds. 
Ka2. 2 : Trust deeds that do not mention the PDIT 
are associated with box.·rowing corporations w·:!J.ich 
have low levels of gearing. 
The debt/equity ratio 'Was obtained from the audited 
accounts of each borrowing corporation, published 
immediately before the issue date of the borrowing 
corporation's NM or excluding trust deed. 1~ t-test was 
done to determine whether the level of gearing for those 
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borrowing corporations whose trust deeds exclude the 
PDIT is significantly higher than those with NM deeds. 
Company gearing levels are often associated with 
industry type. This has the potential to distort the 
t-test. The problem was addressed by classifying the 
excluding deeds into various industry groupings. A 
process of random selection was then used to ensure that 
the NM deeds, included in the test, proportionally 
represent the industry groupings (classifications) found 
for excluding deeds (refer to section 6.4.1 and Table 
10) • 
·aa2. 3: Trust deeds that do not mention the PDI'l' 
allow a higher ratio of debt to equity than those 
trust deeds where the PDIT is excluded. 
The maximum permissible debt/equity ratio was obtained 
from the borrowing limitation clause of all NM and 
excluding deeds that were specifically sighted (see 
section 5.4.2). At-test was done to determine if the 
debt/equity ratio in excluding deeds is significantly 
higher than the ratio in NM deeds. Company gearing 
levels, and hence the ratio allowed in a trust deed, are 
often associated with industry type. This has the 
potential to distort the t-test. The problem was 
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addressed by classifying the excluding deeds into 
various industry groupings. A process of random 
selection was then used to ensure that the NM deeds, 
included in the test, proportionally represent the 
industry groupings (classifications) found for excluding 
deeds. 
Aa2.4: Trust deeds that exclude the PDIT are 
asso~iated with borrowing corporations for which 
the PDIT is expected to substantially increase. 
The balance of the PDIT was obtained from the annual 
reports, of each borrowing corporation, published 
immediately before the issue date, and three years after 
the issue date, of the borrowing corporation's NM or 
excluding trust deed. A t-test was used to determine 
whether the percentage increase in the PDIT for those 
borrowing corporations whose trust deeds exclude the 
PDIT is significantly higher than those trust deeds that 
did not mention the PDIT. 
Ha2. 5: Trust deeds that do not ::i<ention the PDIT 
are associated with borrowing corporations which 
have not adopted TBA. 
A test of estimating the difference between two 
proportions was done to determine whether the 
non-adoption of TEA is more likely for borrowing 
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corporations with NM deeds than those with deeds 
specifically excluding or including the PDIT. 
TEA became a mandatory standard, with the approval of 
ASRB 1020, by the Accounting Standards Review Board in 
October 1989 (ASRB, 1989) 0 The standard was effective 
for each company in relation to its first financial 
period that ended on or after 31 December 1989. As Ha2.5 
is concerned with the voluntary adoption of TEA, see 
section 4.2.3, only those trust deeds issued before 31 
December 1989 were included in the sample. Furthermore, 
the adoption/non-adoption of TEA appears to be 
associated with industry type (Sidhu, Whittred, 1993)0 
This has the potential to distort the analysis. The 
problem was addressed by classifying the deeds into 
various industry groupings. A process of random 
selection was then used to ensure that the NM deeds, 
included in the test, proportionally represent the 
industry groupings (classifications) found for excluding 
and including deeds (see Table 10) o 
Ba2.6: Borrowing corporations whose trust deeds 
do not mention the PDIT always include it when 
calculating the debt/equity ratio outlined in the 
deed. 
The questionnaire forwarded to the company secretaries 
of those borrowing corporations identified as having 
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debentures, convertible or unsecured notes on issue, 
included a question on the treatment of the PDIT. Those 
borrowing corporations having NM deeds were asked 
whether, when calculating debt/equity and/or debt/asset 
ratios, to monitor their company's compliance with the 
conditions of the trust deed, they ·~10uld include or 
exclude the PDIT, as a component of their company's 
total external debt. 
5. 4. 4 Boiler Plates 
In concluding his survey of c..unvertible notes Tay 
commented that: 
" The wording and composition of the definitions of 
the accounting terms to be used for the borrowing 
limitation covenants were similar. This is evidence 
that ... "boiler plates" are used in the drafting of the 
trust deeds. '' 
(Tay, 1987, p. 91) 
i\ fundamental assumption of this research is that the 
borrowing limitation clause, found in a trust deed, is a 
negotiated and carefully considered ratio which is 
agreed upon, and contracted into, by the parties to a 
trust deed. If borrowing limitation clauses are merely 
boiler plates, trust deeds cannot be taken as reliably 
indicating how the parties to debt contracts treat the 
143 
PDIT. Consequently, some discussion of the boiler plate 
issue is required. 
It is difficult to believe that the parties to a legally 
binding debt contract would blindly adopt the wording of 
another, similar contract. The existence of standard 
borrowing limitation clauses, however, does not imply 
that the parties to debt contracts have failed to 
consider the debt/equity ratio, if there is more than 
one standard clause available. For example, some 
borrowing limitation clauses do not mention the PDIT, 
others, however, specifically include or exclude it. The 
examination of trust deeds at the University of Sydney 
uncovered at least five or six standard variations of 
borrowing limitation clause. If boiler plates are used, 
the option of selection from five or six standard boiler 
plates, raises the possibility that the parties to trust 
deeds select the boiler plate they consider the most 
appropriate. On this basis a decision to select a boiler 
plate that excludes the PDIT, could reflect a conscious 
decision process, reflecting a decision not to treat the 
PDIT as a meaningful liability! 
As legal documents, trust deeds are drafted by 
commercial solicitors. If tht~ parties to a trust deed do 
not negotiate the borrowing limitation clause, but 
simply adopt boiler plates, one might expect the 
solicitor preparing the document, to use the same boiler 
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plate for all its clients. In relation to the PDIT, if a 
solicitor prepares trust deeds which treat the PDIT 
differing ways, it becomes more difficult to claim that 
each solicitor has its own standard trust deed which is 
recommended to and adopted by its clinnts. As solicitors 
only draft the trust deed, and are unlikely to advise 
the client on accounting issues, the existence of any 
differing treatment of the PDIT would appear to imply 
that the lender/borrower has given some instructions on 
how it should be treated. 
Ba2. 7: The treatment of the PDIT does not change 
for trust deeds drafted by the same solicitor. 
All trust deeds for which the name of the drafting 
solicitor has been obtained, were tabulated into a list 
of NM, excluding and including deeds. If a solicitor's 
name appears in the list of NM deeds, it should not 
appear in the list of trust deeds which specifically 
exclude or include .the PDIT. 
The next chapter details the data collected, the 
statistical treatment of them, and discusses the 
findings. 
145 
CHAI?TBR 6 
RESULTS 
6.1 Inyestment Rouges 
From a total of one hundred and thirty-two distributed 
questionnaires, fifty-three replies were received (40%). 
6.1.1 Internal yalidity Reliability of 
Responses 
The questionnaire asked fund managers to answer 
questions one and two using the same principles and 
techniques, including spread sheets and financial 
models, normally used when analysing public company 
financial statements. If the answers to questions one 
and two reflect internal administrative guidelines for 
the analysis of financial statements, a degree of 
consistency can be expected to exist between replies to 
both questions. This is so because once an investment 
house has developed a policy for the analysis of 
financial statements, that policy can be expected to be 
consistently applied. For example, it is unlikely that 
an investment house will adopt a policy which requires a 
bank loan to be included, and a PDIT to be excluded, 
when calculating a debt/equity ratio, yet require that 
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the same PDIT be treated as a more important liability 
than a bank loan, when assessing potential credit risk. 
Application of the above line of reasoning, suggests 
that if the PDIT is excluded from total liabilities, and 
a non-current bank loan included, when calculating the 
debt/equity ratio in question one, the response to 
question two should not adopt a position which indicates 
that a non-current bank loan is a less important 
1 . b'l' 25 h . . h h 1a 1 1ty t an a PDIT. Cons1stency requ1res t at t e 
balance sheet with the PDIT be selected, as indicating a 
lower credit risk. An analysis of the fifty-three 
replies found that eleven (21%) of the respondents in 
fact answered questions one and two inconsistently. 
These eleven questionnaires have been removed from the 
sample on the basis that they proba.bly reflect a lack of 
care when completing the questions. The removal of 
eleven questionnaires left forty-two available for 
subsequent analysis. This represented a 32% response 
rate, a statistically acceptable level. For details of 
these responses, refer to Table 1. 
25 The relative importance of a liability increases as it approaches its maturity 
date. 
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6 .1. 2 rnternal VAlidity - Test of Consictency 
Twenty respondents did not include current liabilities 
(non-interest bearing debt) when calculating the 
debt/equity ratio in question one. Of the remaining 
twenty-two respondents who did include non-interest 
bearing debt, seven excluded, and fifteen included the 
PDIT. A test of internal validity may be to ascertain 
whether those respondents who exclude the PDIT in 
~Jestion one, are more likely to select a response to 
question two indicating that the PDIT is not treated as 
a meaningful liability. As discussed in section 5 .1.1 
the selection of balance sheet "B" in question two is 
the only option that indicates that the PDIT is not 
treated as a meaningful liability. Of the seven 
respondents who excluded the PDIT in question one, 57% 
selected balance sheet "B" in question two, while only 
27% of the fifteen respondents, who included the PDIT in 
question one, selected balance sheet "B" in question 
two. While these numbers are small they appear to 
indicate some consistency in the way the two questions 
have been answered. 
As an overall comment on internal validity, the 
questionnaire is short and not overly complex. 1-loreover, 
those replies that appear to indicate that a res~ondent 
may not have carefully considered the questions, have 
been removed. For these reasons the remaining forty-two 
14S 
responses, which are the subject of the following 
analysis, are considered as generally representing how 
investment houses treat the PDIT. 
6 .1. 3 Main Results and Findings 
An analysis of the forty-two useable responses indicates 
that investment houses generally treat the PDIT as a 
meaningful liability. 
As discussed in section 5 .1.1 and 6 .1.1, question one 
was designed to determine whether the PDIT would be 
included or excluded in a debt/equity ratio calculation. 
The survey revealed that nearly one-half of the 
respondents exclude non-interest bearing debt from the 
calculation, and hence exclude the PDIT for that reason. 
This prevents any assessment of whether the PDIT was 
specifically excluded from a debt/equity ratio 
calculation. Twenty-two respondents did, however, 
include non-inter.est bearing debt. A majority of fifteen 
(68%), of this group included the PDIT in the 
debt/equity calculation. This may be taken as an 
indication that they treat the PDIT as a meaningful 
liability. 
Question two was aimed at determining whether the PDIT 
is allowed for when assessing potential credit risk. As 
discussed in section 5 .1.1, only the selection of 
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balance sheet •a .. serves to indicate that the respondent 
either does not treat the PDIT as a meaningful 
liability, or regards it as a longer-term liability than 
a non-current bank loan. Eighteen respondents (42%) 
selected balance sheet "B" in question two. The critical 
issue is whether this group does not treat the PDIT as a 
meaningful liability, or whether the selection of 
balance sheet waor merely indicates a perception of the 
PDIT as a long-term liability. Of the eighteen that 
selected balance sheet "B" only three (17%) w2nt on to 
state that they did not consider the PDIT to be a 
meaningful liability in question three. This would 
appear to indicate that a maj0rity of this group 
consider the PDIT to be meaningful. As a result the 
selection of balance sheet 
indicate the view that the 
"B" does not appear to 
PDIT is a meaningful 
liability. The result is more in line with a view that 
the PDIT is a meaningful but long-term liability. As the 
selection of any other option, in question two, directly 
implies that the PDIT is treated as a meaningful 
liability, question two can be taken as confirming the 
PDITs treatment as a meaningful liability. 
When asked whether they consider the PDIT to be a 
meaningful liability in question three, thirty-four 
(81%) indicated that they did, four (10%) >lere 
uncertain and only three (9%) stated that they did not. 
This again indicates that fund managers treat the PDIT 
as a meaningful liability, and is generally consistent 
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with the rest of the questionnaire. Sixty-eight percent 
of respondents treated the PDIT as meaningful by 
including it in question one, and 57% did so in question 
two. 
Finally, the number of respondents who consistently26 
treated the PDIT as a meaningful liability in all 
questions across the questionnaire, outnumbered those 
responses which did not; b¥ a factor of 7.5 to 127 . 
In view of the above results, it is considered that 
investment houses, and fund managers, generally treat 
the PDIT as a meaningful liability. 
6.2 Auditors 
From a total of seven hundred and sixty-eight 
distributed questionnaires, one hundred and seventy-six 
(23%) usable replies were received, forty-five (a 25% 
response rate) from the Australia wide survey of audit 
firms 28 and one hundred and thirty-one (a 22% response 
26 By including it as a liability in question one, directly treating it as a liability in 
question two and stating that it was considered to be a meaningful liability in 
question three. 
2 7 Fifteen respondents consistently treated the PDIT as a liability across ali 
questions, while only two did not. 
28 Th d" . . f th . ose au 1\ors, urcspcctivc o eu 
the audit of public companies. 
h1cation in Australia, who are engaged in 
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rate) from the survey of auditors residing in Western 
Australia. 
6.2.1 Pemogranhia Information 
Demographic information was obtained on each 
respondents' primary job function, whether audit 
partner, audit manager or other; years of experience in 
audit; and "accounting designation" (which professional 
accounting body they belonged to and their status within 
that body), (refer to Table 2). 
Demographic information was sought for several reasons. 
Firstly, in forwarding questionnaires to various 
accounting (audit) firms there was some concern as to 
whether the questionnaires would be completed by the 
audit partner/manager as requested, or whether another 
party that is, an audit junior, might end up completing 
the questionnaire. As only five respondents29 gave their 
primary job function as "othera (ie., not a partner or 
manager) and only 31% of this group had less than five 
years experience, it appears that the questionnaires 
have generally been completed by senior auditors. A 
second reason for acquiring demographic information ltlas 
to allow some assessment to be made of the standing of 
those auditors who responded. In total, 45% of 
29 Five from the forty-five replies received from the Australia wide survey of 
audit firms. 
152 
respondents were audit partners, 24% were managers, and 
a full 86% of all respondents had five or more years of 
audit e:cperience. These figu:res suggest that the replies 
represent the views of E!xperienced, higher level 
auditors. The final reason for seeking dE~mographic 
information was to ascertain whether auditors' views on 
the PDIT can be associated with their work experience or 
the accounting body they belong to. 
6. 2. 2 :Internal yalidity 
The discussion in section 5.2.2 outlined a proposed test 
of internal validity. The test involves dividing 
auditors into two groups. Those that indicate, in 
question nine, that TEA may not be useful information, 
and those that indicate that it is. The responses of 
each group, to question five and ei!;rht, were then 
compared to ascertain whether auditors who regard 'J:'EA as 
useful information are more likely to tn~at the PDIT as 
a meaningful liability. Of the one hundred and 
seventy-six responses received, one hundre~d and eighteen 
gave a reply to question nine indicatin£r that TEA was 
useful information, while forty-eight indicated that it 
was not. Ten respondents ne:L ther agreed nor disagreed 
with question nine. 'l1he group of ten was excluded from 
the sample as the".f have not provided an opinion. 
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The points on the Likert scale in questions five & eight 
were numbered from 1 (strongly agree) to 5 (strongly 
disagree). An independent t-test was done to determine 
whether the mean response, of those who indicate that 
the PDIT was not useful information {in question 9), was 
statistically different, for questions five & eight, 
when compared with the one hundred and eighteen 
respondents who indicated that the PDIT was useful 
information. 
The wording of questions five & eight was designed so 
that a consistent response to both questions required 
selecting opposite ends of the Likert scale. Respondents 
indicating that TEA may not be useful information in 
question nine would need to select either "strongly 
agree~' or "agree," in question five (ie., 1 or 2), but 
~disagree 11 or "strongly disagree" in question eight 
(ie., 4 or 5). Accordingly, for the t-test to be valid, 
not only must the mean of the responses for both groups 
statistically differ, but the mecm response of the group 
of forty-eight to question five must be lower than the 
group of one hundred and eighteen, while their mean 
response to question eight must be, higher. 
The results of the t-tests, with a 95% confidence level, 
confirm that the two groups identified from question 
nine, have answered questions five & eighL consistently. 
Accordingly, it is concluded that the respondents have 
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reasonably considered and consequently understood the 
questionnaire (refer Table 3 for t-test results). 
Analysis of the demographic information, including job 
designation; audit partners, managers or others; years 
of experience, those with less than five and those with 
more than nineteen; and Chartered or CPA, failed to show 
any significant statistical difference in the responses 
to any of the questions in the questionnaire (tested by 
way of independent t-test). Based on the results of the 
test of internal validity (see Table 3), the relative 
senior standing of the auditors who responded to the 
survey (see section 6.2.1), the fact that all 
respondents, irrespective of job function, experience 
and accounting designation appear to have answered the 
. . . . . 1 3 0 quest1onna1re 1n s1m1 ar manner , and that a 23% 
response rate was achieved, the survey is considered 
internally and externally reliable. 
6. 2, 3 Main Results and F:l.ndinas 
As the questionnaire was primarily designed to ascertain 
opinion on several specific conceptual issues, the 
30 If a senior (experienced) group of auditors, say audit partners, responded to the 
questionnaire in a different way from another less senior group ie., those 
auditors with a job function of "other" and having less than ten years experience, 
a question might arise as to the reliability of responses. This is so becau.s~. TEA an« 
the CF are complex accounting issues. A finding that senior auditors have 
differing opinions than the less experienced groups, might imply that the less 
experienced group did not fully understand or appreciate the issues. 
155 
analysis of the data will generally focus on reviewing 
the response to individual questions. The extent to 
which responses to the questions overall, indicate an 
underlying perception auditors have of the PDIT, will be 
addressed in section 6.2.4; (For a summary of responses 
received to the questionnaire, refer to Table 4). 
Question 4 
" The eli:i:nination of a provision for deferred 
income tax, due to the recognition of accounting 
losses, amounts to a settlement of that liability 
involving sacrifice of economic resources. 11 
Seventy-three (41.5%) of respondents agreed with this 
statement, and seventy-five (42.6%) disagreed. 
This would appear to indicate that a significant number 
of auditors would be supportive of the proposition .. in 
section 3.3.1 that the use of losses to settle a PDIT is 
not a settlement requiring a sacrifice of economic 
resources. Hence a slight majority of auditors appear to 
perceive the PDIT as not satisfying an important aspect 
of the definition of a liability in SAC 4. 
It was noted that in ten of the responses to question 
four, the term "accounting losses" was crossed out and 
term ntaxation losses" substituted in its place. It is 
hypothesised that because TEA specifically provides for 
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the offsetting of taxation losses against the PDIT31 
(ASRD 1020, para. 14) , and only allows the offset of 
accounting losses against the PDIT by indirectly 
1 . l EA . . 32 app y~ng a more unusua T prov1s~on (ASRB 1020, 
para. 18), refer section 3.3.1, auditors probably 
treated question four as referring to taxation losses. 
If this is the case 42.6% of auditors appear to believe 
that the allocation of taxation losses against a PDIT 
does not involve the sacrifice of resources, despite 
taxation losses being specifically recognised at law as 
available to reduce future income tax payable (ITAA, 
1936, Section. BOG). It is suggested that if the 
respondents were given an example where accounting 
losses were used to settle a PDIT (refer to section 
3.3.1), the percentage who would consider this 
settlement as not involving the sacrifice of economic 
resources might be much higher than the 42.6% recorded. 
31 Clause 14 states: "Where a provision for deferred income tax exits and a 
company incurs a tax loss, the future income tax benefit attributable to the tax 
loss shall be brought to account as a reduction in the provision for deferred 
. )" mcome tax... . 
32 Clause '.\8 states: " ... a provision for deferred income tax shall be offset against 
future income tax benefit brought to account, to the extent that income tax 
covered by the provision. is likely to become payable in the same finaocial periods 
as the future income tax benefit is expected to become realisable". 
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Question 5 
"A present obligation to settle (pay) a Provision 
for Deferred Income Tax 
at balance 
not in a 
liability 
date because 
Liability does not exist 
the Taxation Office is 
position to claim payment of that 
and, in 
itself entitled to, 
any 
that 
future receipt 
liability. II 
addition, 
and hence 
does 
is 
from the entity 
not consider 
not expecting, 
in respect of 
Ninety-nine (56.3%) respondents agreed with this 
statement and seventy (39.8%) disagreed. In particular 
twenty-six (14.8%) respondents strongly agreed with the 
above statement, while only fifteen (8. 5%) strongly 
disagreed. 
This result indicates that a majority of auditors are of 
the opi.nion that the PDIT is not a present obligation. 
This is consistent with the conclusion in section 3.3.2 
that the PDIT does not readily satisfy the present 
obligation requirement of SAC 4. 
Accordingly, it is argued that auditors would generally 
be supportive of the conceptual argument outlined in 
section 3.3.2. 
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Question 6 
"A present obligation cannot exist at the balance 
sheet date if it is deprandent on the occurx-ence 
of a future event. Future events must only be 
ancillary to the obligation. Accordingly, a 
present obligation must result solely from past 
transactions or events.n 
One hundred and eleven ( 63 .1%) of respondents agreed 
with this statement and forty-seven (26.7%) disagreed. 
In particular twenty-two (12.5%) respondents strongly 
agreed with the above statement, while only ten ( 5. 7%) 
strongly disagreed. 
The results confirm that a majority of auditors think a 
present obligation cannot exist if it is dependent on 
the occurrence of a future event. This is not altogether 
surprising as it is consistent with the definition of a 
present obligation. The question that arises is whether 
the response to question six indicates that the auditors 
are supportive of the conclusions in section 3.3.4. The 
discussion in section 3.3.4 suggested that there is no 
effective past transaction or event which can be said to 
create a present obligation to pay deferred taxes, 
because ;its eventual payment is dependent on the future 
application of income tax law. Accordingly, the PDIT 
cannot be a present obligation. 
!59 
While it is difficult to establish whether auditors 
would generally agree with the various points outlined 
in section 3.3 .4, some conclusions can be drawn. 
Firstly, auditors who indicate in question five that the 
PDIT is not a present obligation, because the taxation 
office is unawa.re of it, or even if the tax office were 
aware it would not be in a position to claim payment, 
have effectively taken a view that the PDIT is dependent 
on a future event, the earning of future taxable income. 
Secondly, the response to question six confirms that a 
majority of auditors appreciate the need for a present 
obligation to arise solely from a past transaction or 
event. 
As a majority of auditors have indicated that a present 
obligation cannot exist if it is dependent upon a future 
event, it follows that a majority of auditors will not 
regard the PDIT as a present obligation if it is 
similarly considered to be created by a future event. 
The analysis in section 3.3.4, which questions whether 
the PDIT is created py a past transaction or event, is 
primarily based on an argument that it is the incidence 
of earning taxable income, and not an accrued accounting 
entry (timing difference) which creates a present 
obligation. As the response to question five has 
confirmed that a majority of auditors believe a present 
obligation does not exist, because there is no expectant 
third party, it is suggested that auditors are likely to 
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agree YTith the conclusions reached in section 3. 3. 4. 
Question 7 
n It is incorrect to think of the provision for 
deferred income tax as 
collection of unique 
an account consisting of a 
timing differences. The 
account 
single 
should always be 
liability because 
viewed and treated as a 
all timing differences 
are about the same thing, the deferral of payment 
to one external party, the federal government. n 
seventy-eight (44. 3%1 respondents agreed with this 
statement and sixty-nine (39.3%1 disagreed. 
The purpose of this question was to ascertain whether 
there was support among auditors for the "aggregate 
approach'' to viewing the PDIT, as discussed in section 
3.3.6. The results indicate that most auditors would be 
supportive of the aggregate approach. The implication 
this has for the analysis in section 3.3.6 is that t~e 
arguments put forward b¥ Baylis (19711 and others, that 
the PDIT is a meaningful liability since each individual 
timing difference must reverse and hence be paid, does 
not seem to have majority support of auditors. 
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Question 8 
"There is a substantial amount of evidence 
proving that, for 
the provision for 
never falls due 
always replace 
differences. This 
many companies, 
deferred income 
the balance of 
tax liability 
because new timing differences 
older, reversing, timing 
does not constitute a reason 
for not recognising the provision for deferred 
income tax as a liability since many other 
liabilities, creditors in particular, tend to 
"roll-over" resulting in the net creditors 
balance remaining constant or even increasing 
over time". 
one hundred and thirty-eight (78.4%1 respondents agreed 
with this statement and twenty-nine (16.5%1 disagreed. 
In particular thirty (17%) respondents strongly agreed 
with the above statement, while only four (2.3%) 
strongly disagreed. 
The purpose of question eight was to ascertain whether 
there was any support among auditors for the 
non-recognition of the PDIT in view of the empirical 
evidence suggesting that the PDIT account for most 
companies is increasing over time. Clearly, the results 
demonstrate that auditors do not believe this evidence 
forms a basis for the non-recognition of the PDIT. The 
significance of this finding needs to be read together 
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with the responses to questions seven and nine. For this 
reason, question eight will be further analysed in the 
next section. 
Question 9 
••Accruing income tax expense, and the 
consequential recognition of a deferred income 
tax liability, convey useful information to the 
users of general 
though the actual 
purpose 
payment 
financial reports, even 
of 
occur for a number of years, 
income tax may not 
and the amount of 
income tax eventually paid is often materi~'.lly 
different from the originally accrued income \:.ax 
expense 11 • 
One hundred and eighteen (67%) respondents agreed with 
this statement and forty-eight (27.3%) disagreed. The 
primary purpose of question nine was to determine 
whether auditors thought that, the PDIT should be 
recognised as a liability (see section 3.3.7). Although 
it could not be reliably measured the results indicate 
that most auditors do not consider problems of reliable 
measurement as a basis for non-recognition of a PDIT. By 
agreeing with question nine the respondent is in effect 
stating, that inspite of the uncertainty about the 
timing and amounts concerning the settlement of the 
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PDIT, it should be stated in the financial statements. 
This is an interesting finding because it appears to 
conflict with the CF. The significance of this finding 
will be discussed in the next section. 
6.2.4 InterPretation of Results of Auditors 
Opinion 
Before analysing the information received from auditors, 
some comment needs to be made concerning how the 
information should be interpreted. 
The questionnaire was directed towards ascertaining 
whether auditors agree or disagree with some of the 
issues raised in chapter three. Such an approach raises 
the question of the degree of agreement which is 
necessary before it is possible to conclude one way or 
the other. For example, if 60% of auditors treat the 
PDIT as a present obligation, does this imply that 
auditors generally perceive the PDIT as satisfying the 
definition criterion of a present obligation in the CF? 
How significant are the remaining 40% of auditors who 
believe it does not? 
The purpose of the CF is to provide a workable model for 
the selection from among accounting alternatives. A 
critical aspect of this process is that accounting 
information should be useful to users when making 
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resource allocation decisions. If, however, an 
accounting item is uncertain when compared against the 
criteria in the CF, the views of users become 
increasingly relevant to ascertaining its status 
(whether it should be recognised in the accounts) . If 
there was no conceptual uncertainty surrounding the 
status of the PDIT, a simple majority of user opinions 
would probably be interpreted in a different way than 
when there is such conceptual uncertainty 
our investigation is not aimed at generating a policy 
prescription for the rule makers. Rather the objective 
is to gather and present as much evidence as possible 
concerning the status of the PDIT. It is for the policy 
makers to decide what importance they would place on the 
results reported. 
6. 2. 5 General Analysis of Responses 
An effective analysis of the survey results requires 
some examination to be made as to whether the questions 
collectively evidence any underlying position taken b¥ 
auditors on the PDIT and/or TEA. 
In relation to the treatment of the PDIT by auditors, it 
is considered that the survey has established two basic 
principles. Firstly, a slight majority of auditors do 
165 
not consider the PDIT to be a present obligation. 
Secondly, and perhaps surprisingly, irrespective of the 
view that the PDIT is not a present obligation, most 
auditors are of the opinion that the PDIT should be 
recognised in the books of accounts. 
EVidence that auditors do not consider the PDIT to be a 
present obligation is most notable from the response to 
question five. Its questionable status as a present 
obligation is further supported by the response to 
question four. In that question a slight majority of 
auditors considered the elimination of a PDIT, due to 
the recognition of accounting losses, as not involving a 
sacrifice of economic resources. An essential 
characteristic of a liability is that a sacrifice of 
:'uture service potential or future economic benefits 
will be required (AARF, PSASB & AASB, 1992, para. 60). 
Finally, the response to question six indicates that 
most auditors generally hold that a present obligation 
cannot exist if it is dependent on the occurrence of a 
future event. As the response to question five 
indirectly indicates that auditors consider the 
obligation to pay a PDIT is caused by a future event, 
the earning of taxable income, it seems unlikely that 
the PDIT would be seen as satisfying the past 
transaction or event criterion in the CF (see the 
discussion on question 6). 
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To some extent the responsef3 to questions four, five and 
six appear to be bi-polar. While this might be the case 
for question four, th1~ response to question five (56. 3% 
agree, 39.8% disagreE!) and question six (63.1% agree, 
26.7% disagree) indicate a cleare~r majority. 
Accordingly, it is considered that thH response to 
question five can be taken as indica·c:Lng that most 
auditors do not regard, the PDIT to be a present 
obligation. The response to question fcur cannot be so 
positively interpreted. It is argued, hm•mver, that even 
a bi-polar result is of interest. This is so because in 
establishing whether a conceptually doubtful PDIT is 
treated as a meaningful liability, as required by the 
CF, a finding that a slight majority of auditors do not 
regard it to be a present obligation is clearly 
significant (see 6.2.4). 
Evidence that auditors generally support: the recognition 
of the PDIT, irrespective of whether it is a present 
obligation, is found in the responses to questions 
seven, eight & nine. The pprpose of question seven was 
to ascertain whether auditors support the aggregate 
approach to viewing the PDIT, (see section 3 . 3 . 6) . In 
general the responses confirmed that they do. If 
auditors are supportive of the aggregate approach it is 
considered that they are likely to disagree with the 
view that the PDIT should be treated as consisting of 
unique timing differences. The concept of unique timing 
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differences is a basis for arguing that the PDIT is a 
liability. 
The responses to question eight shows that most auditors 
do not regard the existence of empirical evidence 
confirming that the PDIT, in aggregate, never settles, 
and increases over time, as a basis for the 
non-recognition of the PDIT. This appears inconsistent 
with the response to question seven. If an assumption is 
made, however, that auditors believe that the PDIT is 
only a deferred credit, arising from the allocation of 
income tax, then the responses to questions seven & 
eight would no longer appear to be inconsistent. This is 
so because viewing the PDIT as a deferred credit, would 
allow auditors to take the position that the PDIT should 
be treated as an aggregate account while simultaneously 
holding that it should be disclosed in financial 
reports, irrespective of any empirical evidence 
suggesting that the PDIT is never settled. 
The above view is further confirmed by the response to 
question nine. In question nine auditors were asked 
whether a PDIT which could not be reliably measured, 
should be recognised in the accounts. A clear majority 
of auditors thought the PDIT should be reported 
irrespective of whether it could be reliably measured. 
This view conflicts \tlith the provisions of the CF which 
state that a liability should not be recognised if its 
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measurement is uncertain. Once again if an assumption is 
made . that auditors perceive the PDIT to be a deferred 
credit, rather than a liability as outlined in the CF, 
there is no longer any need for auditors to concern 
t.hemselves with questions of reliable measurement before 
determining whether a PDIT should be disclosed. The 
recognition of the PDIT would simply be a flow on from 
the raising of income tax expense. 
The finding that auditors generally do not regard the 
PDIT as a present obligation but perceive it as a 
deferred credit that should be reported, has significant 
implications. Firstly, the views of auditors appear to 
support the conclusion in section 3.3.2, that the PDIT 
does not satisfy the definition for a present obligation 
in SAC 4. Thus it would appear that there are both a 
priori and empirical reasons to question the status of 
the PDIT as a present obligation. Secondly, the view of 
auditors that the PDIT should be disclosed in the books 
of accounts, even though they do not regard it as a 
present obligation, are at variance with the CF. If an 
expert group of users such as auditors treat the PDIT in 
a manner which is inconsistent with a model designed for 
the general selection of accounting alternatives, it 
seems likely that other users, whose knowledge of 
accounting is more limited, may be misled by the 
reporting of the PDIT. 
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6. 3 Company secretaries 
From a total of five hundred and twenty distributed 
questionnaires one hundred ancl ninety-seven (38%:) 
useable replies were received. 
As discussed in section 5.3 the "opinion" survey of 
company secretaries consisted of a single question. This 
question was as follows: 
"There has been some discussion among professional 
accountants that the Provision for Deferred Income Tax 
Liability may not be a genuine liability. These 
discussions centre on a number of conceptual 
accounting issues. Based on your understanding of 
what constitutes a liability, please circle the 
point on the scale provided which best reflects your 
attitude to the following statement." 
''The Provision for Deferred Income Tax 
Liability is a genuine liability requiring 
settlement at some future point in time.'' 
Of the one hundred and ninety-seven replies received, 
one hundred and thirty-one ( 66. 5%) agreed, fifteen 
(7. 6%) nei·ther agreed nor disagreed, and fifty-one 
(25.9%) disagreed with the statement (refer to table 5). 
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The survey indicates that most company secretaries 
believe that the PDIT is a meaningful liability. The 
statement, by 25.9% of respondents, that the PDIT is not 
a meaningful liability nevertheless represents a 
significant minority. 
6.3.1 Generalisability of Results 
The discussion in section 5.3.1 examined the problem of 
generalising the findings of the survey. A proposed 
measure of generalisability was to ascertain whether 
there is any relationship between the significance of 
the PDIT, as it appears in a respondent company's GPFR, 
and respondent opinion on the nature of the PDIT. The 
examination was done by dividing the replies into two 
groups. Those respondents (companies) indicating that 
the PDIT was a meaningful liability, and those 
indicating that is was not. The fifteen respondents who 
selected "neither agree nor disagree" were excluded from 
the analysis. For each company the following financial 
information was obtained from the Australian Stock 
Exchange's CD-ROM Datadisc. 
171 
From the company's most recent financial report: 
11 dollar balance of the PDIT; 
2) PDIT as a percentage of total liabilities; and 
3 I debt to equity ratio. 
From the company's financial report dated three years 
prior to its latest financial report: 
11 dollar balance of the PDIT; and 
2) PDIT as a percentage of total liabilities. 
(Refer to table 6) 
Independent t-tests were then performed to ascertain 
whether there was any association between this 
information and the opinion of company secretaries, on 
the nature of the PDIT. 
A total of four t-tests were performed. Two tested 
whether the responses can be associated with the dollar 
value of the PDIT, and the size of the PDIT as a 
percentage of total liabilities, as they appeared in a 
company's most recent financial statements. A further 
two, tested whether responses can be associated with the 
percentage increase in the dollar value of the PDIT, or 
the percentage increase in the size of the PDIT, divided 
b¥ total liabilities, over the past three years. In each 
case, except for the dollar size of the PDIT from the 
172 
latest financial report, no statistical association was 
found. 
'!'ABLE 7 
Independent t-test Results for Company 
Secreta:r:ies 
Independent t-test Current PDIT Balance 
Group N Mean 
A 
B 
51 .106E+. 08 
131 .497E+.08 
SD T DF= Prob= 
.368E+.08 1.97 147.5 .05 
.218E+.08 1.97 147.5 .05 
Independent 
Liabilities 
t-test PDIT as a % of Total 
Group N Mean 
A 51 .040 
B 131 .048 
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SD 
.961 
. 083 
T= DF- PrOb= 
.68 122.8 .498 
.68 122.8 .498 
TABLE 7 Cont:l.nued 
Independent t-test: % Increase in PDIT over Past 
3 Years 
Group N* Mean 
A 49 5o757 
B 125 5o645 
SD 
26o2 
51. 3 
T- DF- Prob= 
o019 160o 6 o985 
0 019 160o 6 0 985 
Independent t-test: % Increase in PDIT as a % of 
Total Liabilities over Past 3 years 
GroUQ N* Mean 
A 
B 
49 5o838 
125 5o020 
SD 
26o9 
37o9 
T- DF= Prob= 
o159 122 0 874 
o159 122 0 87 4 
* N is 174 because financial information was not available for eight 
companies. 
The t-test result showing that there is some association 
between the dollar size of the PDIT and respondent 
opinion of the nature of the PDIT is difficult to 
interpret. The result appears to indicate that the 
larger the dollar value of the PDIT, as it appears in a 
company 1 s balance sheet, the more likely the company 
secretary of that company will treat it as a meaningful 
liability. Despite this finding, however, no other test 
found any association between the significance of the 
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PDIT and the opinion of company secretaries. In view of 
this it is considered that this single result should not 
be taken as establishing a meaningful association. 
6.3.2 Main Findings 
our analysis in chapter three showed that resolving the 
status of the PDIT is a complex matter. The objective of 
the survey of company secretaries, however, was not to 
ascertain if they understand the conceptual issues 
surrounding the status of the PDIT. The survey was 
directed only at ascertaining how the PDIT is treated. 
The findings indicate that a majority of company 
secretaries treat the PDIT as a meaningful liability. A 
sizeable minority, however, for what ever reason, 
believe it is not. The failure to find any correlation 
between the significance of the PDIT, in the GPFRs of 
the company for which respondents act, and the opinion 
of respondents is a matter of concern. This is so 
because no evidence can be presented which establishes 
the reliability of responses. 
6.4 Debt Contracts 
The survey and 6xamination of debt contracts outlined in 
sections 5. 4.1 and 5. 4. 2 identified a total of one 
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hundred and seventy-seven trust deeds (debt contracts) . 
Summary details of these deeds are as follows:-
TABLE Q 
SUMMARY OF TUB TREATMENT OF THE PDIT IN TRUST 
DEEDS 
TYPE OF SECURITY 
Unsecured Note 25 
Debenture 58 
Convertible Note 68 
Bank * 26 
Total 177 
Year Debt Contract Issued 
1967-1969 
1970-1979 
1980-1989 
1990 - Current 
Total 
14 
50 
79 
34 
177 
* Private debt contracts 
TREATMENT OF PDIT 
Not Mentioned 130 
Excluded 31 
Included 16 
Total 177 
Approximately 74%" of trust deeds did not mention the 
PDIT, 17% specifically excluded, and 9% specifically 
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included it. This is generally consistent with the 
Whittred, Zimmer (1986), and Tay (1987) surveys. Refer 
to table 13 for a detailed listing of trust deeds and 
debt contracts. 
It is difficult to assess the extent to which the one 
hundred and seventy-seven identified trust deeds 
represent the total population. The trust deeds 
identified covered a twenty-six year period (1967-1993), 
during which time a considerable number must have been 
issued. The market for debt instruments in Australia, 
however, is not large. currently, there are only fifty 
or sixty companies in Australia with publicly listed 
debt securities. The limited size of the debt contract 
market in Australia indicates that the sample of one 
hundred and eigh~ is statistically significant. 
The sample did not always contain the same level of 
information for each trust deed. If a trust deed was not 
specifically sighted, because it was only identified via 
the questionnaire, no information was available on the 
permissible debt/equity ratio or the identity of the 
drafting solicitor. As only one hundred and twenty-nine 
trust deeds were specifically sighted, testing 
hypotheses Ha2.3 (borrowing limitation) and Ha2.7 
(boiler plates) was restricted to this sample. From the 
one hundred and twenty-nine trust deeds specifically 
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sighted information was obtained that allowed ninety-one 
trust deeds to be tested against Ha2. 3 and eighty-one 
for Ha2. 7. 
The following section reports the results of testing the 
various hypotheses stated in section 5.4.3. The final 
section analyses the significance of the findings~ and 
concludes with a discussion on the treatment of the PDIT 
py the parties to trust deeds. 
6.4.1 Testing Hypotheses 
This section tests each hypothesis in the order they 
appear in section 5.4.3. Results for each test will be 
presented and the hypothesis either rejected or 
accepted. For specific details of the t-test results 
refer to Table 9. 
Ha2. 1: Trust deeds that do not mention the PDIT 
are associated with borrowing corporations which 
have a small PDIT, as a percentage of total 
liabilities. 
Hypothesis Ha2.1 was tested b¥ dividing the trust deeds 
into two groups, those that specifically included and 
those that did not mention the PDIT. This resulted in a 
sample of one hundred and thirty NM deeds, and thirty-
one excluding deeds. For each trust deed the relevant 
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borrowing corporation's PDIT, divided by total 
liabilities, was obtained from its most recent balance 
sheet before the issue date of the trust deed. An 
independent t-test was done to ascertain whether the 
PDIT, divided by total liabilities, was statistically 
larger for borrowing corporatior..s with excluding, as 
opposed to borrowing corporations' with NM deeds. The t-
test showed no significant differences between the mean 
score of 1.9% for NM deeds and 3.1% for excluding deeds 
(t = -1.39; p = 171). Accordingly, hypothesis Ha2.1 was 
rejected. 
Ha2.2: Trust deeds that do not mention the PDIT 
are associated with borrowing corporations which 
have low levels of gearing. 
Hypothesis Ha2.2 was tested by examining whether trust 
deeds that specifically exclude the PDIT are more likely 
to be associated with borrowing corporations that have a 
higher level of gearing, than those trust deeds that do 
not mention it. 
As a borrowing corporation's debt/equity ratio is 
closely associated with its industry type, it is 
necessary, when comparing excluding and NM deeds, to 
ensure that industry types are equally represented. 
Thirty-one excluding and one hundred and thirty NM trust 
deeds were classified using industry types listed in 
Table 10. The industry profile of exuluding deeds was 
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then compared with the NM deeds. Equal representation of 
indust~ types was achieved by removing deeds from each 
group until industry profiles of the two groups were 
compatible. This process resulted in the final selection 
of twenty-four excluding and ninety-two NM deeds. An 
independent t-test was then done to ascertain whether 
the debt/equity ratio, taken from each borrowing 
corporation • s balance sheet {being the most recent, 
prior to the issue date of the trust deed), was 
statistically lower for NM deeds. The t-test showed no 
significant differences between the mean score of 1.76 
for NM deeds and 2.049 for excluding deeds (t = -.528; p 
= .599). Hypothesis Ha2.2 was rejected. 
Ha2. 3: Trust deeds that do not mention the POIT 
allow a higher ratio of debt to equity than those 
trust deeds where the PDIT is excluded. 
The maximum permissible debt/equity ratio was obtained 
for nineteen excluding, and seventy-two NM deeds. As a 
borrowing corporation's debt/equity ratio is closely 
associated with its industry type, it is necessary when 
comparing excluding and NM deeds to ensure that industry 
types are equally represented in both groups. Using the 
same classification procedure outlined for Ha2.2 
resulted in a final sample of fourteen excluding and 
forty-five NM deeds. An independent t-test was then done 
to ascertain whether the borrowing limitation clauses 
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for NM deeds allowed for a higher (more generous) 
debt/equity ratio than those for excluding deeds. The t-
test showed no significant differences between the mean 
score of 69.98 for NM deeds and 75.47 for excluding 
deeds ( t = -1.747; p = . 093 I. Hypothesis Ha2. 3 was 
rejected. 
Ha2.4: ~rust deeds that exclude the PDIT are 
associated with borrowing corporations for which 
the PDI~ is expected to substantially increase. 
The balance of the PDIT account, taken from each 
borrowing corporation's balance sheet, was obtained at 
the date of issue, and at a date approximately three 
years afte:~r the issue date of the trust deed. This 
information was available for a total of twenty-eight 
excluding and one hundred and six NM deeds. An 
independent t-test was then done to ascertain whether 
the percentage increase in the PDIT was significantly 
higher for excluding deeds as compared with NM deeds. 
The t-test showed no significant differences between the 
mean score of 107.01 for NM deeds and 2.41 for excluding 
deeds (t = .989; p = .3251. The standard deviation for 
the NM deeds was 1089.2 while for the excluding deeds it 
was only 7.821. Accordingly, Ha2.4 was rejected. 
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Ha2. 5: Trust deeds that do not mention the PDIT 
are associated with borrowing corporations which 
have not adopted TEA. 
After removing those trust deeds which were issued after 
31 December 1989 (see section 6.4.1), and using the same 
industry type classification procedure outlined for 
Ha2. 2, a total of seventy-eight NM and thirty-one 
including/excluding deeds were available for testing. An 
examination of the GPFRs of the various borrowing 
corporations found that, at the issue date of the trust 
deed, twenty-six (33%) of NM deeds, and five (16%) of 
including/excluding deeds had not adopted TEA. Using a 
test of the difference of two sample proportions, at a 
5% significance level, no significant statistical 
difference was found between the two samples. Ha2.5 was 
rejected. 
Ha2.6: Borrowing corporations whose trust deeds 
do not mention the PDIT a1ways include it when 
calculating the debt/equity ratio outlined in the 
deed. 
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Of the thirty-four companies33 who indicated they had NM 
deeds, thirteen (38%) said they would exclude, and 
twenty-one ( 62%) said they would include the PDIT. 
Although a majority of NM deeds appear to include the 
PDIT in calculating the debt/equity ratio, the exclusion 
of the PDIT in 38% of the sampled NM deeds shows that 
the PDIT is not always included. Accordingly, Ha2.6 is 
rejected. 
Ba2.7: The treatment of the PDIT does not 
change for trust deeds drafted by the same 
solicitor. 
Eighty-one trust deeds were located for which a drafting 
solicitor could be identified (refer to table 11). A 
total of thirty-five differing solicitors (legal firms) 
were identified as having prepared the eighty-one trust 
deeds. Twenty-two of the identified legal firms, 
however, had only prepared a single trust deed. 
Accordingly, thirteen legal firms had prepared two or 
more of the remaining fifty-nine trust deeds. Of this 
group of thirteen legal firms, seven prepared trust 
deeds which treated the PDIT consistently, the remaining 
six, however, did not. That is, nearly 50% of the legal 
3 3 Only those companies specifically identified as having debentures, convertible 
or unsecured notes were asked whether they would include or exclude the PDIT, if 
their trust d;':ed did not specifically mention it (see section 5.41). 
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firms identified as having prepared two or more trust 
deeds had, at one time or another, changed the treatment 
of the PDIT. This is a significant number and would 
appear to justify rejecting Ha2.7. 
6. 4. 2 Trust Deeds; General Conclusions 
No evidence has been found in support of the general 
hypothesis (Ha2) 34 As a result, it cannot be argued 
that trust deeds which specifically include or exclude 
the PDIT are the only deeds that effectively indicate 
how the parties to these contracts treat it {refer to 
section 4. 3) . Consequently, the fact that trust deeds 
which specifically exclude the PDIT outnumber those that 
specifically include it, does not establish that the 
PDIT has been generally excluded. We have found that the 
PDIT is not treated in a systematic way ln trust deeds. 
The decision to exclude, include or not mention the PDIT 
is not associated with its size or significance; is not 
related to how highly a borrowing corporation is geared; 
is not connected with the level of gearing permitted by 
the trust deedi and is not associated with any expected 
growth of a borrowing corporation 1 s PDIT. In fact, the 
specific inclusion or exclusion of the PDIT is not even 
associated with whether a borrowing corporation adopts 
TEA. These findings cast serious doubt on whether the 
34Ha2: Trust deeds that do not mention the PDIT are associated with borrowing 
corporations which have an immaterial PDIT. 
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treatment of the PDIT in trust deeds reflects a 
cognitive process at all. That the PDIT is probably 
ignored by the parties to trust deeds is further 
evidenced by the following factors: 
Size of the PPIT 
The PDIT, as a percentage of total liabilities at the 
time the deed was written, was on average only 2%. This 
confirms that the PDIT was often immaterial, and as a 
result suggests that it may have generally been ignored. 
Permissible debt/equity ratio 
The borrowing limitation clause in a trust deed is 
designed to restrict a borrowing corporation's future 
capacity to borrow. A comparison of the permissible 
debt/equity ratio in trust deeds, with the actual level 
of gearing of a borrowing corporation at the time the 
deed was entered into, found that on average, the ratio 
set in the deed was 2.6 times higher than the borrowing 
corporation's actual ratio. This effectively allows the 
borrowing corporation considerable scope and flexibility 
to increase it's future gearing. In these circumstances 
companies would have little reason to worry about a 
PDIT, particularly when on average it is only 2% of 
total liabilities. 
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Ha2.6; How do borrqwing corporations with NM deeds treat 
the PDIT? 
Replies to the questionnaires forwarded to borrowing 
corporaticils found that a significant number of 
companies (38%) excluded the PDIT when completing the 
required debt/equity calculation for an NM deed. If the 
parties to trust deeds do not consider the nature of the 
PDIT when formulating and agreeing on a debt/ equity 
ratio, there would appear to be little reason why, when 
the debt/equity ratio is subsequently calculated., the 
PDIT should be either systematically included or 
excluded. Accordingly, it is hypothesised that the 
borrowing party to an NM deed will have considerable 
freedom of choice as to whether a PDIT is ~·,bsequently 
included or excluded from the debt/equity calculation. 
The results from testing Ha2.6 appear. to confirm this. 
The only evidence that appears to indicate that the 
inclusion or exclusion of the PDIT reflects some 
cognitive process is the fact that solicitors who draft 
such contracts do not always prepare deeds using the 
same definition, suggesting that they are not using 
boiler plates. This, however, does not necessarily prove 
that the parties to debt contracts have considered the 
nature of PDIT. It remains possible that boiler plates 
are used, but that more than one is available. 
186 
In view of the findings of the examination of trust 
deeds, and the factors mentioned above, it is considered 
that trust deeds do not indicate the treatment of the 
PDIT. 
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CHAPTER 7 
GENERAL SUMMARY AND CONCLUSIONS 
since its origin in the 1940s TEA has been the subject 
of debate and controversy. The survey of the literature 
clearly shows that tax allocation issues have not been 
resolved although tax-effect accounting has been 
mandated across the English speaking world. 
The absence of clear authoritative definitions of 
various accounting elements in the first three decades 
of development of tax allocations made resolution of the 
issues even more difficult. For example, whether income 
tax was an expense, the PDIT a liability or the FTB an 
asset, largely depended on one's chosen definition of an 
expense, liability or an asset. 
The adoption of a conceptual framework in Australia has 
provided an oppo~tunicy to re-examine TEA. In 
Particular, the release of SAC 4 in 1992 (AARF, PSASB & 
AASB, 1992), which prescribes general definition and 
recognition criteria for accounting elements, has 
provided an authoritative framework against which some 
of the controversial aspects of TEA can be judged. 
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The objective of this study was to determine whether 
PDIT satisfies the provisions in Sl>.C 4 , and whether 
users treat PDIT as a liability of substance. 
7 .1 Analytical Examination of the PDIT 
In chapter three a detailed examination was undertaken 
to ascertain whether the PDIT satisfies the criteria for 
a liability in SAC 4. The examination involved 
identifying the various attributes that make up the 
definition and recognition criteria for a liability, and 
then judging the nature of the PDIT against each of 
these attributes. A total of five attributes were 
identified. A summary of the findings are as follows: 
1) Future sacrifice of service potential or 
future economic benefits: the settlement of the PDIT 
may not involve an outflow of resources if its draw down 
is caused by tax or accounting losses. 
2) Present obligation: the PDIT is not a legal or 
equitable obligation. It can only merit consideration as 
a constructive obligation. But even then it should be 
noted that the PDIT has: no economic consequence if it 
is not paid; does not come into existence until a future 
period; can be re8tated and adjusted unilaterally, by 
the payee with impunity; and can to a limited extent be 
avoided by the payer. 
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3) Past transaction or event: there is considerable 
doubt as to whether a timing difference alone can create 
an unavoidable obligation to pay future income tax. 
4) Probability of future sacrifice: the PDIT, in 
aggregate, does not appear to require settlement. 
5) Reliability: changes in both the rate and the laws 
of income tax are a frequent phenom·c:mon. This makes the 
measure of the PDIT rather tentative. 
our analysis leads to the conclusion that the PDIT does 
not readily satisfy the definition and recognition 
criteria of a liability as stated in SAC 4. In terms of 
significance for TEA, this casts doubt as to the merits 
of tax allocations. 
7, 2 Empirical Suryey of usar Groups 
The empirical investigation consisted of a survey of a 
number of user groups to ascertain whether they 
perceived the PDIT to be a liability of substance and 
how the PDIT was treated in debt contracts. A summary of 
the results of this research are as follows. 
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Investment Rouses 
A majority of Investment houses treat the PDIT as a 
meaningful liability. 
Company Secretaries 
A majority of company secretaries treat the PDIT as a 
meaningful liability. A significant minority, however, 
(25.9%1 do not. 
Auditors 
A majority of auditors, although not a large majority, 
do not regard the PDIT as satisfying the definition of a 
liability given in SAC 4. Despite the opinion that the 
PDIT does not satisfy the recognition criteria for a 
liability in SAC 4, most auditors are of the view that 
the PDIT should nevertheless be disclosed in external 
financial statements. It is possible that most auditors 
view the PDIT as a deferred credit. 
Trust Deeds 
The survey identified one hundred and eighty trust 
deeds. One hundred and thirty-two deeds did not mention 
the PDIT, thirty-one specifically excluded it, and 
seventeen specifically included it. We have found no 
evidence to support the hypothesis that trust deeds that 
do not mention the PDIT are the only ones associated 
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with borrowing corporations for whom the PDIT is 
immaterial. we find that including and excluding 
companies had no incentives to consider the PDIT any 
differently than the NM companies. 
On this basis we conclude that those trust deeds which 
specifically exclude or include the PDIT do not indicate 
how the parties to trust deeds treat the PDIT. 
7. 3 Status of the PDIT; Some Comments 
An important objective of the CF is to help ensure that 
financial information will be useful to users when 
making resource allocation decisions (SAC 2). 
Consequently, if an accounting item does not satisfy the 
definition and recognition criteria in SAC 4 there is an 
a nriori basis for claiming that the item may not be 
useful to users when making resource allocation 
decisions. Our a priori research was not conclusive, but 
has shown that the PDIT does not readily satisfy the 
criteria in SAC 4. our empirical research into how users 
treat the PDIT was also inconclusive. we find that 
company secretaries and investment houses treat the PDIT 
as a meaningful liability, auditors, however, appear to 
treat it as a deferred credit. The parties to trust 
deeds were found not to have considered the nature of 
the PDIT. 
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The examination of trust deeds has failed to find any 
evidence on the systematic treatment of the PDIT. Prior 
to our research into trust deeds it might have been 
possible to argue -based on the findings of Whittred and 
Zimmer (1986); and Tay (1987)- that trust deeds 
generally include the PDIT in their debt/equity 
ratios35 . If, as we have found, the parties to trust 
deeds do not consider the nature of the PDIT when 
setting a borrowing limitation then no valid conclusion 
can be drawn about the perception of the parties to the 
debt contracts of the PDIT from a perusal of the trust 
deeds. 
overall, our research shows that the PDIT is not totally 
consistent with the definition and recognition criteria 
of liabilities contained in SAC 4. The finding that the 
PDIT may not be consistent with SAC 4 is consistent with 
the conclusions of other researchers (Goodwin, 1989; 
Picker, 1992; Sims, 1993). However, a majority of users 
surveyed appear to be treating it as a meaningful 
liability. To some extent this could be caused by the 
fact that there has been an accounting standard on this 
issue for a long time which may have conditioned users 
to think of the PDIT as a meaningful liability. This may 
35 Whittred and Zimmer (1986); and Tay (1987) found that 10% of trust deeds 
specifically included and 70% of trast deeds did not mention the PDIT. The ·70% of 
deeds that did not mention the PDIT include it by default. Whittred, Zimmer and 
Tay did not suggest that the parties to NM deeds treated the PDIT as a meaningful 
liability. It could be argued, however, that the parties to the NM deeds intended to 
treat the PDIT as a meaningful liability, and by not mentioning it left it to be 
included by default. 
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be true in the case of investment managers and the 
company secretaries who are likely to accept official 
accounting standards as given. Conservatism could also 
explain part of the results. In accounting, over 
provision of liabilities and understatement of assets 
are considered to be an acceptable and even desirable 
practice. An important finding of this study is that 
generalisation to the effect that debt contracts not 
mentioning the role of PDIT in the calculation of 
debt/equity and debt/asset ratios implicitly include the 
PDIT is not valid. Parties to the debt contracts 
including, excluding or not mentioning PDIT do not show 
any real difference in terms of the financial 
characteristics and therefore in their motives in 
treating the PDIT. 
While our findings on the user treatment of the PDIT 
provide some support for tax allocations, they are not a 
strong basis for arguing the case for TEA. 
7 . 4 Scope for Further Research. 
Further research is needed at both analytical and 
empirical levels to clarify the status of PDIT and the 
propriety of interperiod tax allocations. In particular 
studies are needed to clarify the status of the so 
called future income tax benefits. Empirical surveys 
194 
could be done of other interest groups such as financial 
trade creditors analysts, trade unions, shareholders, 
• I 
and governments to see how they perceived the provision ----1 
for deferred income tax. 
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APPENDIX 1 
The absence of any benefit arising from the payment of 
income tax means that income tax expense (ITE) cannot be 
functionally related to any benefit or future benefits. 
Such a functional relationship is important when 
allocating expenses because revenue is the measure 
against which expenses are matched. If ITE and 
accounting profit are not functionally related, that is 
if the latter is not a benefit of incurring the former, 
ITE can only be said to be based on accounting profit 
due to the requirements of TEA. How appropriate then is 
accounting profit as a logical basis for measuring and 
allocating income tax. Examining this issue requires an 
understanding of the functional difference between 
accounting income, on which ITE is based, and taxable 
income, on which income tax is payable. 
Matching ITE with accounting profit implies that 
government computes taxable income (tax payable) in a 
way which is only temporarily inconsistent, and 
therefore functionally related, with accounting profit. 
The governmel)t, however, in its capacity as revenue 
raiser and implementor of fiscal policy, uses income tax 
legislation to define and calculate income tax. This 
legislation is ~ based on generally accepted 
accounting principles, and therefore a functional 
relationship between accounting profit and taxable 
income is lacking. The following example illustrates the 
difficulties that can arise from attempting to match 
income tax t'lith accounting profit, when a functional 
relationship is lacking. 
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Assume a building, with an estimated useful life of 
forty years, is acquired for $100 000. Depreciation 
accounting requires that the building be written off at 
2.5% per annum. The depreciation rate allowable under 
tax law, however, is 4% per annum. Clearly, the tax 
depreciation rate of 4% is not the government's estimate 
of the useful life of the building; it is merely an 
incentive from the government to acquire the building, 
via accelerated tax deductions. The rate could have been 
5%, 10%; it m:i.ght even have been set at 2. 5%, with an 
investment allowance being granted to make up for the 
forgone net benefit of an accelerated depreciation rate. 
The 4% depreciation rate is a fiscal incentive, not a 
measure of depreciation. The confusion that can arise 
from trying to allocate and account for the difference 
between tax and accounting depreciation can be 
illustrated by way of further example. 
Assume th>t the $100 000 building is allocated a ~ 
tax depreciation rate. However, as a fiscal incentive 
government grants a rebate on income tax each year, to 
be calculated as follows: each year for the next 
twenty-five, 4% of the value of the asset, multiplied by 
the company' s tax rate will be allowed as a tax rebate; 
if the company incurs a tax loss the rebate can be held 
over and cla.i.med against future taxable income. This 
will result in an annual tax rebate of $1560 (assume 39% 
tax rate) for the next twenty-five years. From an 
economic perspective, the rebate produces the same 
result for the company as claiming 4% per annum in 
accelerated depreciation. TEA is quite clear on how the 
4% accelerated depreciation should be accounted for, but 
what of the tax rebate arrangement. If depreciation is 
not allowable for income tax purposes the accounting 
depreciation rate of 2.5% becomes a permanent 
difference. Moreover, as clause 33 (of the appendix to 
SAC 4) states that "government grants received by 
private sector entities ... should be recognised as 
revenues • (AARF, 1992), it can be assumed that the 
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rebate will be treated as income. Why should nearly 
different manner? 
functionally related 
economic situations be accounted 
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THE SURVEY 
This survey is part of the research component for a Masters Thesis at Ed!llr-Cowan 
University. Your co-operation in completing this questionnaire is appreciated. 1 
The purpose of this questionnaire is to examine the treatment of liabilities by 
trustees and their classification in debenture, convertible and unsecured note trust 
deeds. 
ANSWERING THE QUESTIONNAIRE 
This questionnaire should preferably be completed by an officer of your 
organisation responsible for reviewing the financial statements of !>orrowing 
corporations, in order to ensure that restrictive covenants of relevant trust deeds 
have been complied with. 
CONFIDBNTIALITY 
' 
The information gathered by this questionnaire will be treated in the strictest 
confidence and only presented as group data. 
Should you wish, I will be happy to provide you with details of the research and at 
a later date furnish you with an abstract of the completed thesis. 
Please contact me on (09) 255 1559 if you have any queries or comments about the 
questionnaire. 
Thank you for your co-operation. 
ROBERT ALAN LOPEZ 
' ---c'-- ', 
_,_-- _-_ .--'-
" 
" -·- /-' 
- - "','''-- --· ;·; .;- -;_-:- 200 
_., __ _ ;. 
\ 
I \, 
OVERVIEW OF THE QUESTIONNAIRE 
This questionnaire is in three parts: 
PARTl 
Questions 1 and 2. 
These questions focus on your interpretation of asset and liability measurement 
issues. -· -
-PART2 
Questions 3 to 9. 
These questions are designed to gather information on the debenture, convertible 
note and unsecured note trust deeds for which you currently act as registered 
trustee. 
PART3 
••••••••••••••••••••••••••••••••••••••••••••••••••• 
Part 3 is an optional section. We would like you to complete the section if 
possible, however, if the time ancllor the records to complete Part 3 axe not readlly 
available, please return the questionnaire with Part 3 uncompleted. 
···········································~······· 
Questions 10 to 13. 
These questions are ,fesigned to gather information on debenture, convertible 
note and unsecured note trust deeds for which you have acted as registered trustee 
in the past. 
Part 3 is an attempt to gather some basic information on expired trust deeds . 
. :~_. 
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Q1 As a registered trustee, assume that you are in the process of monitoring the 
compliance of XYZ Ltd, a borrowing corporation with debentures on issue. 
~ 
As part of this monitoring procedure you calculate the company's 
debt/equity ratio. XYZ Ltd's trust deed prohibits the company from having 
a debt/ equity ratio where total external liabilities would exceed shareholders 
funds by a multiple of seven (7). 
On examining the definition of total external liabilities contained in the 
trust deed you find that no mention of deferred income tax liabilities has 
been made (that is, deferred income tax liabilities have neither been 
included nor excluded in the definition). 
Based on the above, please calculate the debt equity ratio on the following 
balance sheets. 
CURRENT ASSETS 
NON-CURRENT ASSETS 
TOTAL ASSETS 
CURRENT UABlLITIES 
NON-CURRENT LIABILITIES 
Bank Loan 
Deferred Income Tax Uability 
TOTAL UABILITIES 
SHAREHOLDERS' FUNDS 
ENTER 
XYZLTD 
Ratio of debt to equity Balance Sheet A 
Ratio of debt to equity Balance Sheet B 
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BALANCE 
SHEET 
A 
(000) 
1100 
4500 
5600 
BA:LANCE 
SHEET 
B 
(000) 
1100 
4500 
5600 
= ==== 
1600 1600 
3000 
3000 
3000 3000 
4600 4600 
= = 
1000 1000 
- = 
Q2 ~~sed on the information provided in the following balance sheets, please 
identify which balance sheet you believe indicates a lower poteij,lial credit 
risk. 
CURRENT ASSETS 
NON-CURRENT ASSETS 
TOTAL ASSETS 
CURRENT LIABIUTIES 
Bank Loan 
Provision for Income tax payable 
NON-CURRENT LIABILITIES 
Bank Loan 
Deferred Income Tax liability 
TOTAL LIABILITIES 
SHAREHOLDERS' FUNDS 
LOWEST RISK 
i) Company A 0 
BALANCE 
SHEEr 
A 
(000) 
1100 
4500 
5600 
= 
1600 
1600 
2000 
BALANCE 
SHEET 
B 
(000) 
1100 
4500 
5600 
== 
1600 
1600 
400 
1600 
2000 2000 
3600 3600 
= = 
2000 2000 
= 
ii) Company B 0 (pluse tick appropriate box) 
iii) Neither 0 
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The following table, referred to as Table 1, should be used in conjunction with 
questions 3 to 8 (Q3-8). 
TABLEl 
COLUMN A COL B COLC COLD COLE COL F 
Q.3 Q •• Q. 5 Q.6 Q.7 Q.s 
NAME OF BORROWING DATE OF "IYPEOF' DEFERRED DEBT I EQUITY ACTOR 
CORPORATION DEED DEED TAXINCLOR RATIO WAVIER 
EXCL INCL/EXCL 
.. 
-
..• 
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QuestioilS 3 to 8 (Q3-8) concern those borrowing corporations, for which you act as 
a registered trustee, that currently have debentures, convertible notes or 
unsecured notes on issue. That is, only those trust deeds which are operative at 
today's date should be referred to. 
Q3 In column A in Table 1 please list the names of all companies with trust 
deeds on isstte for which you currently act as trustee. Only list companies 
with trust deeds relating to the issue of debentures, convertible or 
unsecured notes. 
If a company has more than one current deed, for example, t·.vo deeds 
relating to debentures and one relating to convertible notes, please list that 
company three times. 
Q4 In column B in Table 1 please specify, for each trust deed you have listed in 
column A, the issue date of the trust deed. 
Q5 In column C in Table 1 please specify the type of security the trust deed is 
for. Enter "CON" for convertible notes, "DEB" for debentures ·and "UNS" 
for UI1Secured notes. 
Q6 In colttmn D of Table 1 please specify whether the definition of external 
liabilities, used by the trust deed to calculate debt/ equity and/ or debt/ asset 
ratios, specifically includes or excludes deferred income tax liabilities. 
If the trust deed specifically mentions and includes deferred income tax 
liabilities please enter "!" at column D. If the trust deed specifically excludes 
deferred income tax liabilities please enter "E". Finally, if the trust deed 
makes no mention of deferred income tax liabilities please enter "NM". 
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Questions 7 and 8 need only be answered for those borrowing corporations where 
you have answered "NM" at question 6. 
Q7 If a trust deed does not specifically mention deferred income tax liabilities, 
would you, when calculating debt/equity and/or debt/asset ratios to 
monitor a borrowing corporation's compliance with the conditions of its 
trust deed, include or exclude deferred income tax liabilities from the debt 
figure. 
For each trust deed where you would include deferred income tax liabilities, 
enter "In in column E. For each trust deed where you would exclude 
deferred income tax liabilities enter "E" in column E. 
Q8 Where a trust deed does not specifically mention deferred income tax 
liabilities, and you have chosen to include the deferred income tax liability 
in the debt/equity and/or debt/asset ratio calculation, would you ,!let against 
the borrowing corporation if that inclusion resulted in a breach by the 
borrowing corporation of the ratios ouUined in its trust deed. 
If you would act against the borrowing corporation to correct the breach 
please enter "ACf" in column F of Table 1. If on the other hand you would 
. wavier this breach please enter "WA V" in column F. 
206 
Q9 If you were involved in the preparation of a trust deed for a borrowing 
corporation proposing an issue of debentures, convertible or .jjpSecured 
notes, would you consider increasing the allowable ratio of debt to equity or 
debt to assets permitted by the trust deed, where you felt that the borrowing 
corporation's balance sheet included some liabilities that may never become 
repayable. 
Please circle the appropriate response. 
[1) Yes, I would increase the ratio 
[;l) No, I would not increase the ratio 
[3) I would exclude the "liability' from the definition of liabilities used in 
calculating the ratio. 
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PART3 
••••••••••••••••••••••••••••••••••••••••••••••••••• 
PART 3 IS AN OPTIONAL SECTION. WE WOULD LII<E YOU TO COMPLETE 
THE SECTION IF POSSIDLE, HOWEVER, IF THE TIME AND OR THE RECORDS 
TO COMPLETE PART 3 ARE NOT READILY AVAILABLE, PLEASE RETURN 
THE QUESTIONNAIRE w.TH PART 3 UNCOMPLETED . 
••••••••••••••••••••••••••••••••••••••••••••••••••• 
Questions 10 to 13 (Ql0-13) concern those borrowing corporations for_which you 
have acted as a registered trustee, where the debenture, convertible note or 
unsecured note issues have expired. That is, only historical trust deeds which 
have expired should be referred to. 
The questions in part 3 are similar to those in part 2 of the questionnaire. 
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The following table, referred to as Table 2, should be used in conjunction with 
question 10 to 13 (Q1Q-13). ._..... 
TABLE2 
COLUMNA COLUMNB COLUMNC COLUMND 
Q.lO Q.11 Q.12 Q.13 
NAME OF BORROWING DATE OF TYPE OF DEFERRED 
CORPORATION DEED DEED TAX INCL 
OREXCL 
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QlO In column A in Table 2, can you please list the names of all companies who 
have had trust deeds on issue, for which you have acted as a ~stered 
trustee. Please only list companies with trust deeds relating to tlie issue of 
debentures, convertible or unsecured notes, where the issue date of those 
trust deeds was after the 1st of july 1982. 
If a company had more than one deed, for example, two deeds relating to 
debentures and three relating to convertible notes, please list that company 
five times. 
Qll In column B in Table 2 please specify, for each trust deed you have listed, in 
column A the issue date of the trust deed. 
Q12 In column C in Table 2 please specify the type of security the trust deed is 
for. Please enter "CON" for convertible notes, "DEB" for debeRtures and 
"UNS" for W\Secured notes. 
_ Q13 In column D of Table 2 please specify whether the definition of total 
external liabilities used by the trust deed to calculate debt/ equity and/ or 
debt/asset ratio specifically includes or excludes deferred income tax 
liabilities. 
If the trust deed specifically mentions and includes deferred income tax 
liabilities please enter "!" at column D, if the trust deeds specifically excludes 
deferred income tax liabilities please enter "E". Finally, if the trust deed 
makes no mention of deferred income tax liabilities please enter "NM" . 
. , ___ , ._ '-- ~ 
' - - ---
- END OF QUESTIONNAIRE 
',1-':i •. -
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The following table, refe,:,ed to as Table I, should be used in conjunction with 
questions 3 to 8 (Q3-8). 
TABLEl 
COLUMN A COLD COLC COLD COLE COLF 
Q.3 Q.4 Q. 5 Q.6 Q.7 Q.B 
NAME OF BORROWING DATE OF TYPE OF DEFERRED DEBT /EQUITY ACTOR 
CORPORATION DEED DEED TAXINCLOR RATIO WAVIER 
EXCL INCL/EXCL 
. 
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' 
The following table, referred to as Table 2, should be used in conjunction with 
question 10 to 13 (Ql0-13). 
TABLE2 
COLUMNA COLUMNB COLUMNC COLUMND 
Q.lO Q.ll Q.l2 Q.l3 
-NAME OF BORROWING DATE OF TYPE OF DEFERRED 
CORPORATION DEED DEED TAXINCL 
OREXCL 
.. 
• 
. •.. 
. 
. 
.... 
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Dear Sir /Madam 
EDITH COWA~ 
UNIVERSITY 
PERTH WESTERN AUSTRALIA 
CHURCH~PUS 
FACULTY Of IUSINESS 
Stllool gl AwlunUnt 
Purson S!r~t~. Churthl:lnds 
Wn!ernAU$ltalli 6018 
Telephone (09) 383 8333 
h~imole (09) 3&3 &75-1 
The enclosed questionnaire is part of a research project being undertaken at 
Edith Cowan University. 
The purpose of the survey is to ascertain the treatment, by Investment Houses, 
of the Provision for Deferred Income Tax, recognised when adopting Tax-Effect 
Accounting (ASRB, 1020). 
The release of Statement of Accounting Concepts 4, "Definition and Recognition 
of Elements of Financial Statements" (SAC 4), in 1992, has prompted a general 
review of a number of existing Financial Accounting Standards. 
The review of any existing Financial Accounting Standard requires some 
assessment of the opinion of the users of general purpose financial reports. To 
date, however, very little evidence exists on how Investment Houses view the 
Provision for Deferred Income Tax. 
The findings of this research could be significant for the on-going review of 
ASRB 1020 or AAS 3. 
Your time is valuable. The attached questionnaire has been designed so that it 
should only take 10 minutes to complete. Your co-operation in completing the 
questionnaire will be greatly appreciated. 
Dr Atiq Islam 
Associate Professor of Accounting 
.•OD'IIJAlUP CAMPUS 
Joond~lup Duve. Jool'ldalup 
Western Australli 6027 
Teltphone (09) 405 5555 
MOUNT LAWLEY CAMPUS 
2 Br.ldlord Strut Mount Lawley 
Western Austr.lha 6050 
Telephone !09) 370 6111 
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CHURCHLANDS CAMPUS 
Pearson Street Church lands 
Western Austra!aa 6018 
Te!ephonf !091 383 6333 
Robert Lopez 
CLAREMONT CAMPUS 
Go!dswonhy Road. Claremont 
Western Austra11.1160t0 
Telephone (09) 383 0333 
SUNBURY ':AMPUS 
Robtnsun Onve, Bunllury 
Western Austro~lil6230 
Telephor.e (0971 91 0222 
:: ___ -·: 
,-._·. '' 
·--' .-
QUESTIONNAIRE 
CONCEITUAL ACCOUNTING ISSUES; 
A SURVEY OF THE OPINION OF INVESTMENT HOUSES 
ON THE NATURE Of THE 
PROVISION FOR DEFERRED INCOME TAX LIABILITY 
ANSWERING THE QUESTIONNAIRE 
This questionnaire should preferably be completed by the funds manaS"r or a 
research officer in your firm responsible for reviewing the published financial 
statements of public companies. 
To meet research objectives it will be greatly appreciated if you can return the 
questionnaire as soon as possible. 
CONFIDENTIALITY 
The information gathered by this questionnaire will be treated in strict 
confidence and only presented as group data. 
Should you wish, we will be happy to provide you with details of the research 
and at a later date furnish you with a copy of the completed research paper. 
Please contact Robert Lopez on (09) 255 1559 if you have any queries or 
comments about the questionnaire. 
OVERVIEW OF THE QUESTIONNAIRE 
This questionnaire contains three questions. When answering the first two 
questions please apply the same principles and techniques you would normally 
use, including firm spreadsheets and other financial models, in examining any 
published set of financial statements. 
When answering the third question please give your own personal opinion. 
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Ql• Tax-Effect Accounting has been adopted and applied in both of the 
following balance sheets. With the information given please calcwlate 
the debt/ equity ratios. 
'~ 
{,--> 
.. 
. •· BALANCE BALANCE i·_ -. 
SHEET SHEET 
(-' A B 
\'; -·. ($000) ($000) 
CURRENT ASSETS 1100 1100 
NON-CUF.RENT ASSETS 4500 4500 
-
-TOTAL ASSETS 5600 5600 
CURRENT LIABILITIES 1 600 l.§.!!ll 
NON-CURRENT LIABILITIES ('· 
Bank Loan 3000 
Deferred Income Tax Liability 3000 
3 000 3000 
TOTAL LIABILITIES 4600 4600 
= = 
SHAREHOLDERS' FUNDS 1 000 1000 
= = 
ENTER 
Debt/Equity Ratio Balance Sheet A ~ 
Debt/Equity Ratio Balance Sheet B ~ 
' ·- ·' '' 
_,-·:· 
. '--· ',., 
- '-- -. -
-- -.-,., 
- - -~- - _-
_. ,-; ---
-----·.__._,.,; '-·-' ,_ -, --_- -- ;:. ,,-
, __ ,· 
--~ _; 
Q2. Tax-Effect Accounting has been adopted and applied in both of the 
following balance sheets. With the information given please iCFentify 
which balance sheet indicates a lower potential credit risk. 
CURRENT ASSETS 
NON-CURRENT ASSETS 
TOTAL ASSETS 
CURRENT LIABILITIES 
Bank Loan 
Provision for Income Tax Payable 
NON-CURRENT LIABILITIES 
Bank Loan 
Deferred Income Tax Liability 
TOTAL LIABILITIES 
SHAREHOLDERS' FUNDS 
LOWEST RISK 
(i) Company A 
(ii) Company B 
(tii) Neither 
(iv) Not enough information to make 
assessment 
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0 
0 
0 
0 
BALANCE BALANCE 
SHEET SHEET 
A B 
($000) ($000) 
I 100 1100 
4 500 4500 
--5 600 5600 
= 
1600 
1600 
1600 1600 
2 000 400 
1600 
2 000 2000 
3 600 3600 
= = 
2 000 2000 
= = 
(Please tick appropriate box) 
l 
' j 
1 j 
) 
i 
' 
1 
j 
l ) 
Q3. When applying Tax-Effect Accounting (ASRB, 1020), as required by 
Australian Corporations Law, the Prevision for Deferred Incom~ax 
(PDIT) must be disclosed as a non-current liability. 
It is the opinion of some professional accountants, however, that the 
PDIT is merely an internal accounting entry and hence lacks economic 
substance. 
Some arguments in support of this opinion include the lack of a present 
obligation on an entity to pay or settle its PDIT, the fact that the PDIT 
will only be paid if the entity earns future taxable income, and that the 
PDIT tends to be a permanent element in the balance sheet because new 
originating timing differences always tend to replace older reversing 
timing differences. 
Prof.::ssional ar.countants who hold that the FDIT is a genuine liilbility 
argue, that a present obligation to pay or settle a PDIT exists, at balance 
date, because the PDIT represents the deferral of income tax payable at a 
future date. They also maintain that the going concern principle implies 
that the company will be earning future taxable profit. Finally, they hold 
that even if new originating timing differences replace older reversing 
ones, the fact remains that individual timing differences must eventually 
reverse and hence can be said to be paid or settled. 
Based on your understanding of what constitut~:·s a meaningful and 
genuine liability, please circle the point on the scale which best reflects 
your attitude to the following statement. 
THE PROVISION fOR DEFERRED INCOME TAX IS A GENUINE 
LIABILITY THAT REQUIRES THE SACRIFICE OF ECONOMIC 
RESOURCES AT SOME FUTURE POINT IN TIME 
STRONGLY NEITHER AGREE STRONGT.Y 
AGREE AGREE NOR DISAGREE DISAGREE DISAGREE 
1----------l----------1----------·----------l 
END OF QUEST I ONNR tHl 
Please return questionnaire in the enclosed addressed 
enuelope. 
Thank you for your time 
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APPENDIX 4 
Dear Sir /Madam 
THE SURVEY 
This survey is part of a research project being undertaken at Edith Cowan 
University. 
The release of Statement of Accounting Concepts 4, "Definition and 
Recognition of Elements of Financial Statements" (SAC 4), in 1992, was 
considered by many accountants to be a milestone in financial reporting. 
The successful implementation of SAC 4 partly depends on the 
consistency with which the definition and recognition criteria of 
accounting elements, outlined in SAC 4, conform with the nature of 
accounting elements reported when adopting existing financial accounting 
standards. 
To date, very little evidence exists on how auditors view existing 
accounting standards in light of the general requirements of SAC 4. 
The purpose of this research is to ascertain how auditors of general 
purpose financial reports view the Provision for Deferred Income Tax 
Liability. given the definition and recognition criteria for a liability 
outlined in SAC 4. 
The issue of whether existing financial accounting standards are consistent 
with SAC 4 will be greatly clarified if evidence can be gathered on how 
auditors view the relationship between SAC 4 and particular accounting 
standards. 
The findings of this research could be significant for any review of AAS 3 
or ASRB 1020. 
Your time is valuable. The attached questionnaire has been designed so 
that it should take only 15 minutes to complete. Your co-operation in 
completing the questionnaire will be greatly appreciated. 
Associate Professor 
Dr Atiq Islam 
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Robert Lopez 
<Q I!JIBI\I'IJ'U II) Mill JUilllll! 
CONC!Bil"l!''lJAU. ACCII)I!JN1J'HI\I<G Hl\ll\lllJ!Bi\1: 
A SI!JJKVIBY II)JF Altllll>U1l'II)JKI\I' OII'UNHON 11)1\1 'IJ'IHIIB NA '11'1110 
II)!P 'll'IHl1B I!'IKII)VUSUON JFII)JK lll>IBIFIBJKIKIBI!l> UI\ICII)MIB 'I!' AX n.H&lllnn.nn 
ANSWERING THE QUESTIONNAIRE 
This questionnaire should preferably be completed by an audit partner or a 
senior audit manager of your firm. 
To meet research objectives it will be greatly appreciated if you can return 
the questionnaire as soon as possible. 
As part of a survey of major accounting firms the answers you give to this 
questionnaire are important. It is vital that you answer questions 5 to 9 
exactly as you feel about them. 
Once again, thank you for taking tho time to complete this questi01maire 
and helping our research. 
CONFIDENTIALITY 
The information gathered by this questionnaire will be treated in the 
strictest confidence and only presented as gro11p data. 
Should you wish, we will be happy to pruvide you with details of the 
research and at a later date furnish you with a copy of the completed 
research paper. 
Please contact Robert Lopez on (09) 255 1559 if you have any queries or 
comments about the questionnaire. 
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In order for us to better understand and classify the responses we receive 
to this questionnaire please tick the box representing appropriate 
responses for the following items. 
1. Your Primary job Function 
D Audit Partner 
D Audit Manager 
Oother 
2. Experience in Audit (years) 
ounder5 
os-9 
010-19 
Oover19 
3. Your Accounting Designation 
0 Chartered Accountant (ACA) 
0CPA 
0 Public Accountant 
0ACAandCPA 
Oother 
Each of the following six questions contains a statement about a 
conceptual accounting issue. Conceptual issues are often complex because 
differing practical situations can arise that warrant special accounting 
treatment. You are asked, however, to take a general approach to the 
statements that follow, and circle the point on the scale provided, for each 
statement. which best reflects your attitude to that statement. 
Q4. The elimination of a Provision for Deferred Income Tax, due to the 
recognition of accounting losses, amounts to a settlement of that 
liability involving sacrifice of economic resources. 
STRONGLY 
AGREE AGREE 
NE1'1HER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
1---------1---------1---------1---------1 
220 
QS. A present obligation to settle (pay) a Provision for Deferred ki€eme 
Tax Linbility does not exist at balance date because the Taxation 
Office (Federal Government) is not in a position to claim payment 
of that liability and, ir. addition, does not consider itself entitled to, 
and hence is not expecting, any future receipt from the entity in 
repect of that liability. 
STRONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
!---------1---------1---------1---------1 
Q6. A present obligation cannot exist at the balance sheet date if it is 
dependent on the occurrence of a future ev.cmt. Future events must 
only be ancillary to the obligation. Accordingly, a present obligation 
must result solely from past transactions or events. 
STRONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
1---------1---------1---------1---------1 
Ql. It is incorrect to think of the Provision for Deferred Income Tax as 
an account consisting of a collection of unique timing differences. 
The account should always be viewed and treated as a single liability 
because all the timing differences are about the same thing, the 
deferral of payment to one external party, the federal government. 
STRONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
1---------1---------1---------1---------1 
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QS. There is a substantia: amount of evidence proving that, for......&nany 
companies, the balance of the Provision for Deferred Income Tax 
Liability never falls due because new timing differences always 
replace older, reversing, timing differences. This does not constitute 
a reason for not recognising the Provision for Deferred Income Tax 
as a liability since many other liabilities, creditors in particular, tend 
to "roll-over" resulting in the net creditors balance remaining 
constant or even increasing over time. 
S"mONCLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGRE • 
S"mONGLY 
DISAGREE 
1---------1---------1---------1---------1 
Q9. Accruing income tax expense, and the consequential recognition of 
a Deferred Income Tax Liability, convey useful information to the 
users of general purpose financial reports, even though the actual 
payment of income tax may not occur for a number of years, and the 
amount of income tax eventually paid is often materially different 
from the originally accrued income tax expense. 
S"mONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
S"mONGLY 
DISAGREE 
1---------1---------1---------1---------1 
••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 
END OF QUESTIONNAIRE 
Please return the questionnaire in the enclosed addressed envelope 
Thank you for your time 
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APPENDIX 5 
The Company Se:retary 
Dear Sir/Madam 
EDITH COWAN 
UNIVERSITY 
PERTH W~ AUSTRALIA 
CHIJRCHLANOS CAMPUS 
Pearson Slree1. Churchlands 
Western Australia 6018 
TelepMne (09) 383 6333 
Facsimile (09) 367 7095 
Thls survey is part of the """""""' component fer a Masters 
Thesis at Edith Cowan University. The attached questl.:>nnalre 
Is very short and should only take five minutes to c:c::>plete, 
your a>-<Jperation In completing it will be greatly 
appreciated. 
The purpose of this questionnaire Is to asc:erta1n the 
treatment of deferred Income tax !labilities In debt 
contracts your company may have with a bank cr other 
financial lnsUtutlon. 
The answers you give to this questionnaire are impcrtant. It 
Is vital that your response to the questions are accurate 
and agree with the clauses. as they appear in your company's 
debt contra::t. · 
CONFIDENTIALITY 
The lnformatlon gathered by thls questlonnaire will be 
treated In the strictest confidence and only presented as 
group data. 
Should you wish, I will be happy to provide you with details 
of the research and at a later date furnish you with an 
abstract of the completed thesis. 
Pleasa contact me on (09) 255 1559 if you have any queries 
or comments alx:mt the questionnah-e. 
Thank you for your ro-operatlon 
ROBERT ALAN LOPEZ 
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JOONDAlUP CAMPUS MOUN'ILAWL£Y CAMPUS CHURCHLANOS CAMPUS 
Pearson Slr~et. Churchlan~s 
Wesl~rn AuS!tlia 6018 
Telephorle 109) 383 8333 
CLAREMONT CAMPUS 
Goldsworthy Road. Claremont 
WeslernAuSUal•a 6010 
Telephone (09) 383 0333 
SUNBURY CAMPUS 
Robertson DriVe, Sunbury 
Wesler~ Auslralaa 6230 
lelepholll! 1097) 91 0222 
Joe Mal up Onve. Jocndatop 
Western AuWaha 6027 
Ttleph,ne 109140~ 5555 
2 Elradlon:l Street Mount Lawl!y 
Western Ausua11a 6050 
T~leDhone (09) 370 6111 
QUESTIONNAIRE 
ANSWERING THE QUESTIONNAIRE 
This questionnaire should preferably be completed by 
the Company Secretary or an officer of your company familiar 
with borrowing procedures and debt contracts. 
To meet research objectives it will be greatly appreciated 
if you can return the questionnaire as soon as possible. 
DEFINITIONS 
The following definitions may assist you in completing this 
questionnaire. 
DEBT CONTRACT 
A formal written agreement between a lender and a borrower 
which generally accompanies a floating charge taken by the 
lender over the borrower's assets. Debt contracts often 
place restrictions on the borrower's future debt/equity 
and/or debt/asset ratios. 
PROVISION FOR DEFERRED INCOME TAX LIABILITIES 
The liability account recognised when adopting tax-effect 
accounting (AAS 3, ASRB, 1020} that is, the non-current 
liability for the estimated amount of income tax expected to 
be assessed in the future as a result of the reversal of 
timing differences. 
TOTAL LIABILITIES 
Debt contracts can refer to liabilities in a number of 
different ways. Total external liabilities, external 
liabilities, secured and unsecured liabilities are some of 
the terms often used. By "total liabilities" we simply mean 
any definion of liabilities which is used in debt/equi.ty 
and/or debt/ asset ratio calculations required by a debt 
contract. 
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Ql. Does your company (that is the public compan~ 
listed on the stock exchange and not any unlisted 
subsidiary) currently have a debt with any bank or 
financial institution which is secured by a 
registered charge over the assets of your company? 
YES NO (circle appropriate 
response) 
(If you answered "no," please go directly to question 5. If 
you answered "yes," please go to question 2} 
-Your company may have more than one debt contract of the 
type mentioned in question 1. If this is the case please 
select only the single largest of these debt contracts when 
answering questions 2 to 4. For example, if a particular 
bank loan, secured by a registered charge, is the largest 
debt contract your company has, please refer only to this 
particular contract. 
Q2. For the debt contract that you have selected can 
you please provide the month and year the contract 
came into force. 
MONTH •••••••••• YEAR ....... . 
Q3. Does the debt contract you have selected place any 
formal limitation on your company's debt/equity 
and/or debt/asset ratios? 
YES NO (circle appropriate 
response) 
( If you answered "no, " to question 3 please go directly to 
question 5. If you answered "yes," please go to question 4) 
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, ·Q4. If the debt contract you have selected contains a 
formal limitation on your company's debt/equity 
and/or debt/asset ratios, the debt contract will 
need to formally incorpordte a definition of assets 
and liabilities, so that the ratio(s) can be 
effectively calculated. 
Can you please specify whether the definition of 
total liabilities appearing in the debt contract 
specifically includes or excludes the provision for 
deferred income tax. 
If the debt contract specifically excludes the 
provision for deferred income tax from the 
definition of total liabilities, please enter "EX" 
in the space provided below. If the debt contract 
specifically mentions and includes the provi&ion 
for deferred income tax please enter 11 IN. 11 Finally, 
if the debt contract makes no mention of the 
provision for deferred income tax please 
enter "NM. 11 
Please enter EX, IN, or NM ----> 
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Q5. There has been some discussion among professi~l 
accountants that the Provision for Deferred Income 
Tax Liability may not be a genuine liability. These 
discussions centre on a number of conceptual 
accounting issues. 
Based on your understanUing of what constitutes a 
liability, please circle the point on the scale 
provided which best reflects your attitude to the 
following statement. 
THE PROVISION FOR DEFERRED INCOME TAX LIABILITY IS A GENUINE 
LIABILITY REQUIRING SETTLEMENT AT SOME FUTURE POINT IN TIME. 
STRONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
:-----------:-----------:-----------:-----------: 
******************************************************************** 
END OF QUESTIONNAIRE 
Please return questionnaire in the enclosed stamped 
addressed envelope 
Thank you for your time 
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APPENDIX 6 
The Company Secretary 
Dear Sir/Madam 
This survey is part of the research component for a Masters 
Thesis at Edith Cowan University. The attached questionnaire 
should only take five minutes to complete, your co-operation 
in completing it will be greatly appreciated. 
The purpose of this questionnaire is to ascertain the 
treatment of deferred income tax liabilities in debentUre, 
convertible and unsecured note trust deeds. ~ 
The answers you give to this questionnaire are important. It 
is vital that your response to the questions are accurate 
and agree with the clauses, as they appear in your company's 
trust deed. 
CONFIDENTIALITY 
The information gathered by this questionnaire will be 
treated in the strictest confidence and only presented as 
group data. 
Should you wish, I wil1 be happy to provide you with details 
of the research and at a later date furnish you with an 
abstract of the completed thesis. 
Please contact me on (09) 255 1559 if you have any queries 
or comments about the questionnaire. 
Thank you for your co-operation 
ROBERT ALAN LOPEZ 
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-QUESTIONHAIRE 
A SURVEY OF THE TREATMENT OF' DEFERRED INCOME TAX 
LIABILITIES IM DEBENTURE, CONVERTIBLE AND UNSECURED NOTE 
TRUST DEEDS 
ANSWERING THE QUESTIONHAIRE 
This questionnaire should preferably be completed by 
the Company Secretary or an officer of your company familiar 
with debenture, convertible note or unsecured note trust 
deeds. 
To meet research objectives it will be· greatly appreciated 
if you can return the questionnaire as soon as possible. 
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Ql. Does your company (that is the company 
listed on the stock exchange and not any unl.i.:;!.t.ed 
subsidiary) currently havg on issue any debentures, 
convertible notes or unsecured notes? Please 
answer yes even if the debentures or notes are not 
listed on the stock exchange. 
YES NO (circle appropriate 
response) 
Q2. Has your company (again only the company 
listed on the stock exchange and not any unlisted 
subsidiary) had on issue any debentures, 
convertible notes or unsecured notes, that h~ve 
fully expired, matured or been converted since 
the 1st of January 1990. Please answer yes even if 
the debentures or notes were not listed on 
the stock exchange. 
YES NO (circle appropriate 
response) 
IF YOU HAVE ANSWERED "NO" TO BOTH QUESTIONS 1 AND QUESTION 2 
(Q1-Q2) PLEASE GO DIRECTLY TO QUESTION 7 (Q7). 
IF YOU HAVE ANSWERED "YES" TO EITHER QUESTION 1 OR 
QUESTION 2 (Q1-Q2) PLEASE GO ONTO QUESTION 3. 
*********************************************************** 
The following table, referred to as table 1, should be used 
in conjunction with questions 3 to 6 (Q3-6). 
"An 
ISSUE 
DATE 
"BII 
TYPE OF 
DEED 
TABLE 1 
II C" 
DEFERRED TAX 
INCL OR EXCL 
••n•• 
DEBT/EQUITY 
INCL OR EXCL 
----------------:-------------------
' ' 
----------------:-------------------
' 
' 
--·--------------: -------------------
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l 
1 j 
j 
' 
If your company has, or had, debentures, convertible notes 
or unsecured notes on issue, as outlined in question l~d 
question 2, there ought be a trust deed covering various 
matters relating to those securities. In respect of these 
trust deeds can you please answer the following questions. 
Q3. 
Q4. 
QS. 
In column A of table 1 please specifyp for each 
trust deed, the issue date of.the trust deed. If 
your company has more than one deed, for example, 
two deeds relating to convertible notes and one 
relating to debentures, please provide the issue 
date for each individual deed, ie, list the item 
three times. 
For each deed you have listed in column A of 
table 1, please specify, in column B, the 
type of security the trust deed is for. Ente~ 
"CON1' for convertible notes "DEB 11 for debentures 
and 11 UNS" for unsecured notes. 
In column C of table 1 please specify whether the 
definition of e~ternal liabilities, used in the 
trust deed to calculate your permissible 
debt/equity and/or debt/asset ratios, specifically 
includes or excludes deferred income tax 
liabilities. 
By 11 deferred Income Tax Liabilities 11 I am referring 
to the liability account reco~nised when adopting 
tax-effect accounting (AAS 3, ASRB 1020) that is, 
the non-current liability for the estimated amount 
of income tax expected to be assessed in the future 
as result of the reversal of timing differences. 
If the trust deed specifically mentions and 
includes deferred income tax liabilities please 
enter 11 I" at column C. If the trust deed 
specifically excludes deferred income tax 
liabilities please enter "E". Finally, if the trust 
deed makes no mention of deferred income tax 
liabilities please enter "NM." 
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Q6. This question need only be completed for those 
trust deeds where you have answered 11 NM" at ~ 
question 5. 
As the trust deed does not specifically mention 
deferred income tax liabilities would you, when 
calculating debt/equity andjor debt/asset ratios, 
to monitor your company's compliance with the 
conditions of the trust deed, include or exclude 
the deferred income tax liability as a component 
of your company's total external debt. 
For each trust deed where you would include the 
deferred income tax liability, please enter 11 1" in 
column D. For Each trust deed where you would 
exclude the deferred income tax liability please 
enter "E11 in column D. 
Q7. There has been some discussion among professional 
accountants that the Provision for Deferred Income 
Tax Liability may not be a genuine liability. These 
discussions centre on a number of conceptual 
accounting issues. 
Based on your understanding of what constitutes a 
liability, please circle the point on the scale 
provided which best reflects your attitude to the 
following statement. 
THE PROVISION FOR DEFERRED INCOME TAX LIABILITY IS A GENOINE 
LIABILITY REQUIRING SETTLEMENT AT SOME FUTURE POINT IN TIME. 
STRONGLY 
AGREE AGREE 
NEITHER AGREE 
NOR DISAGREE DISAGREE 
STRONGLY 
DISAGREE 
: -----------: --··--------: -----------: -----------: 
******************************************************************** 
END OF QUESTIONNAIRE 
Please return questionnaire in the enclose~ stamped 
addressed envelope 
Thank you for your time 
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TABLE 1 
Summary of Responses to the Investment House Questionnaire 
Q1 
Bal Sheet 
A 
3 
3 
4.6 
4.6 
4.6 
4.6 
3 
4.6 
3 
3 
3 
3 
4.6 
4.6 
4.6 
4.6 
4.6 
4.6 
3 
4.6 
3 
3 
4.6 
4.6 
3 
3 
4.6 
3 
3 
3 
4.6 
4.6 
4.6 
4.6 
3 
3 
3 
4.6 
4.6 
3 
3 
4.6 
Q1 Q2 
Bal Sheet Credit 
B Risk 
0 
3 
4.6 
4.6 
1. 6 
4.6 
0 
4.6 
3 
0 
3 
3 
4.6 
1.6 
4.6 
4.6 
1. 6 
4.6 
0 
4.6 
3 
0 
4.6 
4.6 
0 
3 
4.6 
0 
0 
0 
1. 6 
1 • 6 
1 • 6 
4.6 
0 
0 
0 
1. 6 
4.6 
0 
0 
4.6 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
4 
3 
3 
3 
3 
3 
3 
3 
3 
3 
3 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
2 
1 
Q2: 1=(i), 2=(ii). 3=(iii), 4=(iv) 
Q3: 1=(Strongly Agree), 2•(Agree), 
2 
2 
2 
1 
2 
2 
3 
2 
2 
2 
1 
2 
2 
2 
4 
2 
2 
1 
2 
2 
1 
1 
2 
2 
3 
2 
1 
1 
2 
1 
2 
2 
4 
2 
4 
3 
2 
3 
5 
2 
2 
2 
Q3 
Likert 
Scale 
3=(Neither Agree nor Disagree}, 4=(Disagree), 
5=(Strongly Agree) 
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TABLE 2 
Survey of Aud!to~s: Demographic Information 
Primary Job Function 
Partner 
Manager 
Other 
Total 
Experience in Audit (yrs} 
Under 5 
5-9 
1 0-19 
Over 19 
Total 
Accounting Designation 
ACA 
ACACPA 
CPA 
FCA 
FCACPA 
FCPA 
OTHER 
Total 
234 
Number 
79 
42 
55 
176 
Number 
22 
43 
57 
54 
176 
Number 
97 
24 
19 
24 
7 
3 
2 
176 
TABLE 3 
Surve~ of Auditors: t-test of Internal Validity - Q 5 & 8 
Group A: 
Respondents answering either disagree or 
strongly disagree to question 9, forty-eight (48). 
Group B: 
Respondents answering either agree or strongly 
agree to question 9, one hundred and eighteen (118). 
INDEPENDENT T-TEST ON QUESTION 5: 
Group N Mean so DF• PROB• 
------------------------------------------------------
A 
B 
48 
118 
2.354 
2.975 
1 . 263 
1. 244 
INDEPENDENT T-TEST ON QUESTION 8: 
Group N Mean so 
2.882 
2.882 
T= 
86 
86 
DF• 
0.005 
0.005 
PROB• 
------------------------------------------------------
A 
B 
48 
118 
2.854 
1 . 966 
1 . 330 
0.784 
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4. 981 
4. 981 
66.2 
66.2 
0.000 
0.000 
TABLE 4: 
LISTING OF AUDITORS' RESPONSES TO QUESTIONNAIRE 
SUMMARY OF RESPONSES TO QUESTION 4 
CUM CUM LIKERT 
COUNT COUNT PCT PCT SCALE 
----------------------------------------
7 7 4.0 4.0 1. 000 
66 73 37.5 41. 5 2.000 
28 101 15.9 57.4 3.000 
56 157 32.9 90.3 4.000 
17 176 9.7 1 00.0 5.000 
SUMMARY OF RESPONSES TO QUESTION 5 
CUM CUM LIKERT 
COUNT COUNT PCT PCT SCALE 
----------------------------------------
26 26 14.8 14.8 1 . 000 
73 99 41.5 56.3 2.000 
7 106 4.0 60.2 3.000 
55 1 61 31.3 91.5 4.000 
15 17 6 8.5 100.0 5.000 
SUMMARY OF RESPONSES TO QUESTION 6 
COUNT 
22 
89 
18 
37 
10 
CUM CUM 
COUNT PCT PCT 
22 
111 
129 
166 
176 
12.5 
50.6 
1 0. 2 
21.0 
5.7 
12.5 
63.1 
73.3 
94.3 
100.0 
236 
LIKERT 
SCALE 
1 . 000 
2.000 
3.000 
4.000 
5.000 
TABLE 4: CONTINUED 
SUMMARY OF RESPONSES TO QUESTION 7 
COUNT 
CUM 
COUNT 
CUM 
PCT PCT 
LIKERT 
SCALE 
----------------------------------------
1 
8 
70 
28 
58 
1 1 
1 
9 
79 
107 
165 
176 
SUMMARY OF 
CUM 
COUNT COUNT 
• 6 
4.5 
39.8 
15. 9 
33.0 
6.3 
. 6 
5. 1 
44.9 
60.8 
93.8 
100.0 
RESPONSES TO 
CUM 
PCT PCT 
0.000 
1 • 000 
2.000 
3.000 
4.000 
5.000 
QUESTION 8 
LIKERT 
SCALE 
----------------------------------------30 30 17 . 0 17.0 1.000 
108 138 61.4 78.4 2.000 
9 147 5. 1 83.5 3.000 
25 172 14.2 97.7 4.000 
4 176 2.3 100.0 5.000 
SUMMARY OF RESPONSES TO QUESTION 9 
CUM CUM 
COUNT COUNT PCT PCT 
LIKERT 
SCALE 
----------------------------------------
23 
95 
10 
33 
15 
23 
118 
128 
1 61 
176 
1 3 . 1 
54.0 
5. 7 
18.8 
8.5 
13 . 1 
67.0 
72.7 
91.5 
100.0 
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1 . 000 
2.000 
3.000 
4.000 
5.000 
TABLE 5 
Summary of Responses from Company Secretaries 
NO. ! 
STRONGLY AGREE 22 11.17 
AGREE 109 55.33 
NEITHER AGREE 
NOR DISAGREE 15 7. 61 
DISAGREE 39 19.80 
STRONGLY DISAGREE 12 6.09 
---------------
TOTAL 197 1 DO. 00 
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TABLE 6 
summary of Financial Information for Public Companies Responding 
to the Questiom1aire Distributed to Company Secretaries 
I) HAKE OF PUBLIC COMPANY 6) OIL BALANCE !BREi YEAHS PR!Oi TO CORREH! 
2) RESULT FROM LlKEi! SCALE (SEE QUES!lORHUiE) BALIRCE 
l I CURRER! D!L BALANCE I ACTUAL DATE BAS EO OH 7) DEB!/EQUI!! RAllO !BiEE YEARS PRIOR TO 
!VA!LIB!Ll!! OF ACCOUNTS) CURRER! D!L B!LIHCE 
4) CURRER! DEBI/EQUI!Y RATIO {ACTUAL DITE BASEU OH B I 0!1. BILIHCE DIV!UED BY IOI!L LI!BILI!IES 
AVAILABILITY OF ACCOUNTS) iBISEO OK BALANCES THHEE !EAHS PRIOR TO 
5) CURRENT DTL HILIKCE DIVIDED BY TOTAL CURREN!) 
LIAH!Ll!IES 9) IIHCiE!SE OF OIL {l-6 DIVIDED BY 6) 
I 0) I INCREASE OF D!L IS I PEiCEH!AGE OF TOTAL 
LIIB!Ll!IES IH DIVIDED BY 8) 
] 4 5 6 1 8 9 I 0 
COMPANY HIKE LIKERT D!L·CUi DE·CUii O!L-rtei D!L-l!R DE·lli D!L·!Ll! DIL·IHC DILP·IHC 
--------------------·----------------------------------------------------------------------------------·------
maoss 5 0 0.02 0. 001 0 0.85 D .001 01 01 
ILCIN IUSTRALII ( 31210000 0. 82 10.801!1285000 I. II 9.!51 -101 !I 
ALLIED QUEENSLAND COIL 2 2102000 0. 66 1.411 165000 0.11 3.1]1 1751 I lBI 
IKGUS I COOTE I 0 0.91 0 .001 865000 0 .]6 5.181 -I 001 ·IOU 
liMSIRORG JONES PEiTH 2 0 0.41 0.001 0 0.!4 0.001 01 01 
liHOTTS 2 21Bll000 1.00 I 0 .48122271000 1.00 7.91! 251 121 
liiOWFIELD GiOUP 5 0 0. (6 0. 001 0 0.19 0.001 01 Ol 
ISBTOH KIH!NG ( 68801000 1.1! 20.201 0 1.02 0.001 I OOl 1001 
ISSOCIIIED DIRIES 2 1595000 1.10 1.691 1821000 1.(1 ID.l!l ·I 11 -261 
AUSIECH VEN!UiES 2 0 0.00 0.001 2!2000 0.16 5.461 -I 001 -1001 
IUSIRAL!AN IGR!CULIH!L 2 6011000 0.]0 17.801 581!000 0.11 1o.m ]I -m 
IUS!RALIIH CHEMICALS 2 16000 0.19 0. 051 192000 o.t5 0.501 -921 -911 
IUSIR!Ll!H COMM PiOPEi!Y 2 0 0.06 0.001 0 0. 08 0.001 01 01 
IOS!i!Ll!K FOUHDIT!OH ] 0 0.0( 0.001 0 0. 06 UOI 01 01 
!USIRIL!AH GIS L!GRY 2 186191000 1.11 2D .Ill 1.5E•08 1.!0 10.111 291 951 
IUS!i!Ll!H RYOROCIHBONS ] 119000 0. 05 18.121 0 0.06 0.001 1001 1001 
IOS!RILIIH H!TIOHIL !HO' 2 10000000 0.19 2.11119951000 2.59 3.621 -151 -Ill 
!US!R!Ll!H OIL I GIS 2 281000 0.11 2.191 2500000 0.14 6.161 -8!1 -661 
!USTRALIIH PROV HEW'S I 1901000 2.88 1.1011901000 2.88 1.101 01 01 
!US!i!Ll!N UHIYEO lHVES! 2 moo 0.01 1.851 0 0.01 o.m I 001 I 001 
AUSIRIK 2 0 0.19 0.001 5000 1.28 0.051 -I 001 -1001 
!WI 4 0 2.18 0. 001 0 2.19 o.m 01 01 
A.P EAGERS 2 416000 0. 61 3.151 400000 0.51 1.861 (I -Ill 
B!LL!i!T HREVIHG I 0 0.45 0.001 0 0.61 0.001 01 01 
8ATTERY GROUP 4 0 0. 00 0.001 0 0.09 o.m 01 01 
8HP 2 2.06E•09 1.81 13.591 1.1E•09 1.19 I UOI i:Ut II 
BOm 5 219201000 uo 12.0811.5E•08 1.81 6.851 641 161 
BOUGA!HVILLE COPPEi 5 0 0.08 0.00122590000 O.!l 9.211 -I 001 -I 001 
8RASH ROLD!RGS 2 0 1.72 o.m 0 1.19 o.m 01 01 
8ilDGE OIL COMPANY 5 1(185000 1.12 9 .191]0122000 I. 60 1.021 491 151 
BRIDGESYOHE AUS!R!Ll! 2 11561000 ] • 0] 7.211 9165000 2.18 5. HI m Ill 
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TABLE 6 - CONTINUED 
2 3 4 5 6 1 8 9 10 
~--------------------·----·-----··----------------------------·--------------····----·------·-·---------------
COKPANY NAIIE LIKERT D!L·CUR DE-CUiR DTL·TLCR DTL·lYi DE·lYR DTL·!LlY DTL·INC D!LP·INC 
DT IDS!i!LIA EQUITY 2 0 D .10 0.001 smoo 0.01 24.421 -1001 ·I 001 
DT GLODIL ASSET MANAG'T 2 0 0 .12 0.001 moo D.l5 1.321 ·1001 ·1001 
DT RESOURCES MANAGEMENT 2 0 0.03 0.001 Eii Eli 
DOHHIKGS 2 10558000 0.62 9.031 5881000 D .16 5.021 801 801 
DURMINE 2 2000 0.46 0.021 0 1.41 0.001 1001 1001 
BURNS PHILP I 26194000 1.31 2.04111014000 2.50 1.211 511 691 
BYRON HOLDIHGS 2 0 0.23 0.001 moo 0. 21 0.621 -1001 ·I 001 
CIDBURY SCHWEPPS 4 0 1.11 0.0Dl365DDDOO I. 92 1.311 ·IDOl ·I DOl 
CAL!!! !US!RILII 2 90115000 1.33 8. 881599n4000 1.91 U11 501 m 
CAPCDDHT PROP TRUST 4 0 D. 03 0.001 0 0.03 0.001 01 01 
CARILLON DEVELOPMENT 2 0 0.05 0.001 0 0.09 0 .DOl 01 01 
CARLTON !KVESTMEKTS 2 0 0 .II 0.001 0 0.04 0. DOl 01 01 
CCI HOLLINGS 3 0 1.25 0. DOl 0 0.52 0.001 01 01 
CEH!i!L HORSEMAN GOLD 2 0 0.42 0.001 0 0.29 0. DOl 01 01 
CENTRO PROPERTIES 2 II 000 0. 53 0.021 0 1.18 0 .DOl 1001 I 001 
CENTURY DRILLING 2 1503000 0.40 20.351 0 0. 64 0.001 IDOl I 001 
CBIRLES DIYIS 2 55000 I. II 0.091 819000 I. 91 o.m -m -181 
CLEMENTS MARSHALL CONS' D 2 498000 U1 1.961 0 8.85 D. DOl I DOl I D 01 
moE INDUSTRIES 5 4418000 1.15 3.321 3891000 1.34 2. 751 141 201 
COAL I ALLIED INDUSTRIES l 41258000 1.01 12.55148616000 1.91 9 ,1\t -ll 29l 
COCA COL! IMATIL 5 38095000 1.90 2.54140182000 4.01 4.021 ·11 ·311 
COCIHURK CORP I 241000 0.43 3.331 61000 8.46 1.041 2601 2211 
COLES MYED 2 131000000 0.81 5.51126488000 1.46 0. 901 4111 5161 
COLLINS I LEAHY HOLDINGS 2 1519000 0. 96 2 .101 835000 0. 91 1.981 8!1 351 
COKKIKO PETROLEUM HOLD I 0 0. 09 0.001 0 0. 03 0.001 01 01 
COKKOHWEILTH DARK 2 113000 14.83 0.211 ERR m 
CONSOLIDATED RUTILE 2 12389000 0.35 3U5110843000 0.68 23.231 141 491 
COPLEX RESOURCES 2 0 0. 05 0. DOl 0 0. 13 0.001 01 01 
COR!!CS IKTERKI!IONIL 2 0 0.08 0. DOl 0 0. 21 0.001 01 01 
COUNTRY ROAD 2 821000 0.13 1.311 0 0.10 0.001 01 01 
COYEH!RY GROUP 2 0 0 .30 0.001 0 0.42 0 .DOl 01 01 
CRUSADER I 1811000 1.14 5.11114928000 0. 99 12.581 ·111 ·591 
D!LG!TY !OS!RALIA 2 5000000 1.49 0.36115000000 l. 02 0.531 -611 -311 
DArk C.UfT I 0 1.10 0. DOl 0 1.19 0.001 01 01 
OITIM!!IC HOLOIHGS 2 0 5.03 0.001 381000 I • 00 1.551 -I DOl -IDOl 
DEFIANCE MILLS 2 6493000 1.09 1.251 3140000 1.81 3.601 141 I 021 
OEL!IK PROPERTY GROUP 2 13801000 1.42 30.16111001000 4. 36 15.591 261 931 
OEL!A CORPORATION 4 4!6000 0.18 11.011 91 DOD 0. 55 1.031 4121 1131 
DELTA GOLD KL 2 4214000 0. 40 11.851 0 1.16 0.001 IDOl I DOl 
OEVEX 2 0 0.24 0.001 0 0.01 0.001 01 01 
DIVERSIFIED ONITEO IHV'! 2 0 0.03 0. DOl 01 01 
E!GLE IIRCRAfT I 0 1.22 0.001 0 ·1.21 0.001 01 01 
EAGLE B!Y 4 0 2. 02 o. 001 0 0.10 D. 001 01 01 
E!ST !FRICAH COFFEE PL!KT 4 80000 0.42 0.161 0 0. 23 0.001 IDOl I 001 
ELTIN 2 3585000 1.51 5.251 2183000 2.38 4.241 291 241 
EKT 2114000 1.24 2.311 1912000 0. 81 1.411 m 611 
EQOI!ARLE PROPERTY TROST 3 0 U4 0 .DOl 0 0. 21 0. DOl 01 01 
EQUITY IN INDUSTRY 4 1323000 us 1. 521 I DODO 1.18 0.051 131301 155481 
EQUI!YLIKK 4 21000 0 .11 0.411 0 0.15 0. 001 IDOl I DOl 
EVANS DEAKINS INDUSTRIES 4 1901000 8.88 1.051 1689000 0. 85 5.341 Ill ·241 
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TABLE 6 - CONTINUED 
2 3 4 6 1 10 
COMPIN! RIME L:KERT D!L·CUR DE·CURR DTL·TLCR DTL·l!R DE·l!R DTL·!Ll! DTL·IKC DTLP·IRC 
~-------------------------------------------------------------------------------------------------------···---
FII LIFE 2 0 0. 06 0.001 187000 0.11 0.891 ·IDOl ·I 001 
FIRST NATIONAL RESOURCES 2 24601000 o. 95 12.161 8109000 O.Si 16.981 2031 1521 
FIT! liiOWS ADS! FUND 2 11000 0.05 D.l11 ERR ERR 
FLETCHER CHALLENGE 2 361161000 1.13 3.011 1.0!<08 1.99 UTI ·101 ·301 
GALORE GROUP 2 699000 1.61 1.181 1608000 1.80 2.161 ·571 ·281 
GAZAL CORPORATION 2 593000 Ui 1.261 1609000 O.S! 1.191 ·631 -141 
GEM PROPERlY TROST I 0 0.03 0.001 0 0.02 0.001 01 01 
GENERAL PROPERTY TROST 2 0 0.05 0. 001 0 0.04 0.001 01 01 
GIO ~USiRALIA HOLDINGS 2 32000000 2.18 1.1111.6E•08 2.30 6.121 ·191 -ill 
GONDWANA RESOURCES 3 0 0.18 0. 001 0 0.03 0.001 01 01 
GOilHG BROS. 2 0 0.01 0. 001 0 0.62 0.001 01 01 
GUNNS KILHDRIED TIMBER 4 0 1.51 0.001 0 1.16 0.001 01 01 
Gi!LII CONSOLIDATED 4 1966000 0.83 2.021 0 0.03 0. 001 I DOl I 001 
HARTE! NDIM!N HOLDINGS 2 0 1.40 0.001 0 1.02 0 .DOl 01 Dl 
RE9RY iALKER GROUP I 925000 1.86 1.151 183000 2.45 1.311 181 1nl 
HOY!S ENTER!IINMEN! 4 161000 ·2.10 0.04115021000 1.38 1.421 -991 ·!91 
RUDSON CONWAY I 41121000 U4 1~.2!1 84000 0.14 0.031 561181 332891 
INDEPENDENT HOLDINGS 4 1280DO 2.28 0.4:1 0 3.45 0. 001 I DOl I DOl 
INDOSTRUL ImST CORP 4 61000 6.00 4.9'1 181000 2.86 3.641 ·661 311 
IHODS!il!L SECORI!IES 2 0 0.39 0. 001 0 13.10 0.001 01 01 
IN!ERLOX 4 moo 0.08 12.581 0 0.10 0.001 I DOl IDOl 
JENNINGS 2 12425000 0.00 1.481 4820000 1.51 0.111 1581 I 011 
JHA !ELECDMMUHICITIONS 5 1492000 0. 91 s.m ERR ERR 
JOE WRITE MAL!IHGS 2 344000 0.30 1.681 114000 0.16 0.311 981 3591 
KAL!MlZOO 5 mooo 0.11 0.911 188000 5.53 0.191 801 4081 
LINES 2 1660000 1.19 4.431 425000 0.88 1.111 2911 2191 
LEIGHTON HOLDINGS 3 40691000 2.57 6.48118489000 3.51 3.191 1201 111 
LEND LEASE CORPOR!TION I II 052000 0.44 1.40112325000 1.86 1.021 -101 381 
LION NATHAN 2 41000000 1.33 2 .lll23000000 1.03 2.151 1041 -II 
LOSC!M 2 2188000 0.29 32 .161 0 2.14 0.001 01 01 
MIX I LINK 4 0 0.02 0.001 0 0.05 0.001 01 01 
MIYHE NIC!LESS 2 8112000 0.78 0.911 6125000 o. 96 1.101 301 -111 
MCPR!RSONS 4 1361000 1.55 4.481 5583000 u; 2.401 321 111 
MELCANR 2 51000 0.84 0.331 I 08000 2.31 0.111 -531 ·291 
METAL MARUf!CTUR!S 2 0 0.95 0.0011160000 2.58 0.221 ·IDOl -IDOl 
MILDIRA BLASS I 0 1.11 0.001 431000 0.14 0. 941 -IDOl -I 001 
MILTC' CORPORITIOR I 30'15000 us 1.101 0 0.69 0.001 01 01 
MINERAL COMMODI!IES 4 0 U4 0. 001 0 0.68 0.001 01 01 
MINORA RESOURCES 3 2259000 0.09 61.021 1915000 D.J5 16.811 181 2631 
MINPROC 3 0 2. 64 0.001 4510000 0.46 1.151 ·IDOl ·IDOl 
NT MARTIN GOLDMIN!S RL 5 1508000 0.50 I 0.541 0 D.JO 0.001 1001 I 001 
M.I.M HDLDIHGS 2 411000000 0.86 18.321 3.5!•08 0.91 16.331 lSI 121 
NAB 2 851900000 11.30 0. 901 1.0!109 13.42 I. 141 ·I 51 ·211 
HI!IONAL CAR IROUS!RI!S 2 989000 0.59 2.101 868000 0.99 1.921 141 401 
RATIONAL COMMERCIAL UNION 2 25924000 3.91 3.06121622000 2.45 4.041 ·61 ·241 
HI!IONIL CONSOLIDA!!D 2 45000 11.01 0.01116112000 1.29 2.961 ·IDOl -I 001 
RITIOHAL FOODS 2 6139000 1.10 2.481 ERR ERR 
REWCRES! MINIRG 5 194000 0.31 0.151 0 0.43 0.001 I 001 I 001 
HIRE NE!iOR! !US! 2 28010000 D.42 9.36118911000 0.12 2.111 481 2461 
NORTH BROKER HILL PEKO 2 115201000 1.08 I O.Sll 1.3!•08 1.56 8.611 Ill 261 
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TABLE 6 - CONTINUED 
4 5 9 10 
COMPANY RIME LIKERT D!L·CUi DE-CUiR D!L·TLCi D!L·lYi DE-lli D!L·TLJY D!L·INC D!LP·INC 
---------------------------------------------------------···-··------------------------------------------------
HDi!H FLIRD!iS MIRES 2 10128000 0.30 3B.m I05ooo 1.12 0.151 95161 265701 
OA!BilDG! 2 mama 0 .87 18.15110905000 0 .76 7.391 2111 1501 
O!MPS 2 552000 3.!9 0 .561 119000 2. 41 0.181 3611 2141 
ODIN MIRING !NO INVEST 4 0 0.34 0.001 0 0.08 0.001 01 01 
DiO!OH IR!ERN!!ION!L 2 115000 1.10 0.111 I 09000 0. 98 1.061 lll -3 21 
PACIFIC DB! 2 9439000 O.H 8.281 1198000 1.04 4.391 m 891 
PACIFIC M!G!ZINES I PRINT 2 0 0.82 0.001 m ERR 
PIPER TECHNOLOGY 2 0 0.85 0. 001 0 0. 28 0. 001 01 01 
P!i!GOH RESOURCES NL J 0 1.23 0.001 45760 0.92 0.081 -I 001 -I 001 
P!RBORY 2 0 1.11 0.001 1161000 3.22 1.301 -I 001 -1001 
P!YCE COHSOLID!!EO 4 0 1.10 0.001 2831000 0.51 5.601 -I DOl -I 0 01 
PEHINSUL!R I ORIEHT'L STM 3 10000000 1.55 1.89155000000 1.34 2.281 81 -111 
PEPTIDE !ECHHOLOGY 4 0 0. 51 0' 001 0 D.15 0.001 01 01 
PETER KOiTS PiOPEi!IES 3 mooo 0.95 0 '561 305000 0.62 0' 111 431 -211 
PIONEER IH!EiN!TIOH!L 2 156100000 0 .89 8.301 I.IE•08 1.18 5. 911 401 401 
PLUTONIC BESOURCES I 0 0.08 0 '001 0 0.05 0.001 01 01 
POWER BiEiiHG COMPANY 2 3699000 0 .41 13.9813320000 0,19 11.611 Ill 201 
P.! PiOPR!Y TROST 2 0 0,13 0' 001 0 0. 04 0.001 01 01 
QBE INSURANCE GOOUP 4 26014000 4.90 I. 141 4252000 4.28 o.m 5121 2211 
QCT RESOORCES 2 32275000 0,91 6' 30123121000 0 '74 6.!01 361 -21 
QO!LI!Y PACIFIC 2 139000 0' 99 0.3911499000 0 '71 5.211 -911 -931 
QUI INDUSTRIES 2 5013000 0,51 9.991 4119000 0 .44 11.211 231 ·Ill 
i I I PROPERTY !iUS! 4 0 0.03 0, 001 0 0.44 0.001 01 0! 
i!BBIT PHOTO 2 0 1.04 0 .001 0 2.41 0. 001 01 01 
REECE !US!i!LIA 2 0 0.44 0.001 0 0 '93 0.001 01 01 
REH!SON GOLDFIELDS 2 44013000 1.15 6.89110001000 0.56 3.151 3401 841 
RIBLOC GROUP 4 0 0.36 0. 001 ERR ERR 
RIDLEY CORPORATION I 0 0' 86 0' 001 68000 0.08 9.181 -IDOl -I 001 
ROBERTS 2 0 1.54 0 ,001 0 1.55 0.001 IDOl 1001 
RO!HM!NS HOLDINGS I 2015000 0. 01 0.161 0 I. II 0.001 I 001 IDOl 
SAG!SCO HOLDINGS 2 92011000 0' 6 J II, 18135361000 0 '82 18.511 15JI 111 
S!MAN!H! GOLD RL I 1323000 0.40 6.801 I 0000 1.53 0.061 131301 109l8! 
SCHIFFER COiPOi!!ION 4 5!1000 0' 36 6, 691 490000 0.61 2 '121 211 1461 
SCOTT CORPOiAIIOR 4 41!8000 1.81 13.6912091000 2.19 0.011 1291 101 
SHINE FISHERIES 4 0 1.52 0.001 0 0' 54 0.001 01 01 
SIDDONS R!MSET 4 348000 0 '99 0, Ill 112000 1.66 0.491 ·511 ·lll 
SIMSMEI!L 4 1594000 0.80 1.151 0 953 .81 0.001 IDOl I DOl 
SOLUTION 6 HOLDINGS I 83000 1.65 0.431 91000 0 '41 2.051 ·91 -m 
SONS OF GWoLIA 4 6194000 D.25 31 '551 0 0 '15 0.001 I 001 1001 
SOUTH !US!R!LI! BREWING I 41055000 0 '92 Ullllll2000 2. 05 1.001 3231 3841 
SOUTHERN CROSS BRO!O I 2281000 10.04 2.811 2309000 1.43 2 '121 ·II 61 
SPICERS PIPER 2 851000 1.65 0.241 504000 1.15 0.321 691 -231 
SPOTLESS SERVICES 3 8324000 0 '95 8.0515195000 0 '85 5.811 601 391 
S!!NIL!IE P!C!YIC 2 Jll4000 D.98 15.061 982000 0 '50 I J, 101 2401 101 
SOMICH GROUP 4 1816000 1.85 1.581 1451000 I. 18 5. Iii 291 411 
SUNSHINE BRO!DCASIING 2 2255000 0 '80 9.481 0 -4,01 0.001 1001 1001 
T!NDOU J 1950000 0 '18 8.801 0 0, II 0.001 I 001 01 
TELECASTERS NOR!R QLO 2 1152000 0. 53 9.951 615000 0.21 1.291 1811 311 
THE UNIOR GOLD MIRIHG CO 2 0 0. 09 0 '001 0 1.60 0.001 01 01 
IN! 3 112892000 4' 10 4.1ll92557000 5.05 J. 081 221 511 
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TABLE 6 - CONTINUED 
2 4 5 6 7 8 9 Ia 
COKPIH! HIKE L!Kii! DTL-COi DE-CURl D!L-TLCi DTL-JYi DE-lli OTL-TL3Y DTL-IRC DTLP-IHC 
••••••••••••""•••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••U••••• 
TOH! BARLOW 2 0 3.83 0.001 0 -6 .33 0.001 01 
!ilF!LGAi PROPERTIES 2 0 0.44 0.001 0 D.l2 0 .DOl 01 
!iUS! COMPANY UF lUST 2 119000 0. 56 1.971 0 0.16 0 .DOl IDOl 
TTL COiPOil!IUH 2 0 0.03 0.001 0 0.04 0.001 01 
TUBEHUERS OF lUS!ilLI! I 0 0.14 0.001 0 o. 98 U. DOl 01 
VILLAGE RO!DSHOW I 2482000 0. 93 3.261 0 0.91 0. 001 1001 
i!CO INTEiH!TION!L 1 634000 0.56 0 .Ill 3433000 3.03 3.681 -821 
i!SHIRGTON H. SDDL PITT' 2 6343000 0. 65 3.241 1112000 0.38 2.041 2581 
i!T!INS PACIFIC 2 1218000 3.19 I. 611 2571000 2. 02 J .201 -501 
W!TT!L 5 1462000 0.44 2.111 0 D. 54 0.001 1001 
iESF!iiEiS 2 62128000 1.25 8.88110111000 1.18 J. 211 4801 
WESTERN HIRING 2 143900000 0.35 14. 461982 0 OOQO 0.46 a.m 411 
WESTPlC 2 I.OIE•09 15.68 0.91li.IE•D9 15.88 1.011 -71 
WHITEFIELD I 0 0.02 0.001 0 0.01 o .DOl 01 
WOODSIDE PETROLEUM 2 134051000 1.65 0.001 0 1.59 D. DOl IDOl 
ZAPOPAN I 0 0.31 0.001 0 1.12 0.001 01 
ERR: THIS IS A ERROR CODE CREATED BY LOTUS 123 (2.4) WHEN A 
CALCULATION CELL IS BLANK 
BLANK CELLS INDICATE FIGURES NOT AVAILABLE 
(DTL) means the Provision for Deferred Income Tax. 
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01 
01 
IDOl 
01 
01 
IDOl 
-911 
591 
-m 
I 001 
1151 
621 
-91 
01 
01 
01 
TABLE 9 
j-test Results for Hypotheses Ha41, Haa&, Ba23 & Ha2A 
INDEPENDENT T-TEST ON HYPOTHESIS Ha21 
GROUP N MEAN SD T• OF• PROB= 
---------------------------------------------------------NM 
EX 
130 
31 
0.019 0.042 -1.39 
0.031 0.044. -1.39 
INDEPENDENT T-TEST ON HYPOTHESIS Ha22 
NM 
EX 
GROUP N 
92 
24 
MEAN SD T= 
1.760 4.071 -.528 
2.049 1.693 -.528 
INDEPENDENT T-TEST ON HYPOTHESIS Ha23 
NM 
EX 
GROUP 
45 
14 
MEAN SD T• 
69.983 11.132 -1.747 
75.471 9.979 -1.747 
INDEPENDENT T-TEST ON HYPOTHESIS Ha24 
NM 
EX 
GROUP N 
106 
28 
MEAN so 
107.013 1089.2 
2.418 7.821 
244 
T• 
.989 
.989 
43.9 
43.9 
DF= 
91.9 
91.9 
DF= 
24 
24 
DF• 
105 
105 
. 171 
. 171 
PROB= 
.599 
.599 
PROB= 
.093 
.093 
PROB= 
.325 
.325 
TABLE 10 
Industry Classifications Used 
Agriculture 
Building Materials 
Chemicals 
Developers & Contractors 
Diversified Resources 
Diversified Industrials 
Engineering 
Entrepreneurs 
Financial Services 
Food & Household 
Hotels 
Insurance 
Manaufacturing 
Media 
Mining 
Miscellaneous Services 
Paper & Packaging 
Property trusts 
Retail 
Transport 
The source of the industry classfications was the 
Business Review weekly (Stevens, 1993). 
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TABLE 11 
Drafting Solicitors 
HAM! OF BORROWING CORP DEED SOLICITOR HIM! OF BORROWING CORP DEED SOLICITOR 
EDWARDS DUNLOP HK AAH TOBEKAKERS OF AUSTRALIA NM HF 
REIDY MIXED CONCRETE HK AAH Bi!STILE EX JM 
CITY I SUBURBAN PROP'S HK AAH HAC [FINANCE) WA HM JM 
AKPOL PETROLEUM HK AAH DAVID JONES NM LLD 
ACBDW AUSTRALIA HM AAH AKA!!L EX LLD 
JAMES HARDIE INDUSTRIES HK AAH BELLGROUP EX LTG 
ACM!L HK AAH SIDDONS RAKSET NM M 
MESTPAC PROPERTIES EX AXR COLES KYER HK M 
COMMONWEALTH !HDOST GAS NM AAH REPCO CORPORATION HK M 
METAL MANUFACTURES EX AAH JEHHIHGS INDUSTRIES EX KAL 
PIONEER CONCRETE SERVICE NM AAH/BDW BRICK I PIPE INDUSTRIES NM MAL 
EHACON HK AOD NBA PROPERTIES EX MAL 
SABCO IN ALi JOHN LYSAGHT [lOST) EX m 
TNT NK AO GORDON AND GOTCH [AOST) NM MAL 
COLLY FARMS COTTON NK A!CW DN!LEVER AUST SECURITIES NK MAL 
MONIER NK ATCW PANFIOA NM MAL 
NRMA FINANCE NK BOW PACIFIC DUNLOP AUSTRALIA NM MHO 
LOMBARD AUSTRALIA NK BOW MAYNE NICKLESS NM MND 
A.P.A HOLDINGS NK BOW JOHNS PERRY NM MHD 
NEWS CORPORATION HK BDW G.J COLES HK KHD 
NATIONAL WESTMIHISTER NK BDW KAYNE NICKLESS NK MHO 
RODIER CORPORATION HK BOW BRIOGESTONE AUSTRAL!! IN KL 
ADELAIDE BRIGHTON CEMENT NK BO CHRYSLER AUST[KITUBISHI) IN KPC 
JEFFCOT! IHVESTKENTS EX BO PEKO-WALLSEND NK KS 
TELECASTERS NORTH QLD HK CD BRADFORD KENDALL HK KS 
G I P HOTELS NK DP BROADLANDS FINANCE NK NHDL 
INTERCHASE CORPORATION HK FiE !AS WEST NK PL 
DALTON BROS HOLDINGS HK m WHITTIKERS HK pp 
DALGETY AUSTRAL! A NK FiE CARLTON & UNITED BREW NK PKC 
AUSl'RALIAN INVESTORS CORP NK FRE JORRS PERRY HK RKC 
OAKURIDGE EX FiE CITISTATE IHTERHATIONAL IR SB 
PALINGS HAYWARD GROUP NM FiE WOOLWOR!HS NK SJS 
COMREAL!Y NK FRE CLYDE INDUSTRIES NK SR 
EQUIT!CORP TASMAN NK FRE KETALS!ORES [STEELKAR!) HM SR/FRE 
D.J PROPERTIES NM PRE DEFIANCE KILLS EX TBB 
BRAMBLES INDUSTRIES NK FRE J. GADSDER AUSTRALIA NK WBDC 
NORTHERN STIR HOLDINGS RK FiE QUEENSLAND PRESS RK ww 
AUSTRALIAN HATIORAL IHD NM FR!IDAW 
DAVID JOKES F!HANCE HK GBS 
DAVIO S!KE I CO NK GKO 
XEM!ROH RM HF 
COUi!GE BREKERIES HK HF 
AKCOR NK HF 
-----------·---------··-----------------·-----------------------------------·---------------
REFER TO TABLE 12 FOR LISTING OF SOLICITOR INDEX 
246 
TABLE 12 
Index Listing for Solicitors in Table 11 
Abbot, Tout, Creer & Wilk 
Addisins 
Allen, Allen & Hemsley 
Allen & Overy 
Alrerman Lee Wilson 
Arnold Block & Leibler 
Baker O'Loughlin 
Blake, Dawson, Waldron 
Clayton Utz 
Diamond Peisah 
Freehi lls 
Freehills & Dawson 
Gaden, Bowen & Stewart 
Gillott, Moir, Darvall 
Hedderwick Fookes 
Jackson, Macdonald & Co 
Laurence & Lau/Dawson 
Lohrmann, Tindal & Guth 
Mallesons 
Minter Simpson 
Mollison & Litchfield 
Morris Pollock/Carr 
Maule, Hamilton & Derham 
Moules 
Northmore Hale, Davy & Leake 
Parker & Parker 
Pavy, Wilson, Cohen 
Potts Latimer 
Russell, Kennedy & Cook 
Simons & Baffsky 
Sly & Russell 
Stephen, Jaques & Stephen 
TW Biggs & Biggs 
Whiting Byrne/Davies, Camp 
Williams & Williams 
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ATCW 
ADD 
AAH 
AO 
ALW 
ABL 
BO 
BOW 
CV 
DP 
FRE 
FRE&DAW 
GBS 
GMD 
HF 
JM 
LLD 
LTG 
MAL 
MS 
ML 
MPC 
MHO 
M 
NHDL 
pp 
PWC 
PL 
RKC 
SB 
SR 
SJS 
TBB 
WBDC 
ww 
Table 13 
Treatment of the Provision for Deferred Income Tax 
in Sampled Trust Deeds 
TYPE OF DEEDS: 
CON • CONVERTIBLE NOTE 
DEB • DEBENTURE 
BANK • PRIVATE DEBT CONTRACT 
UNS • UNSECURED NOTE 
NAME OF 
BORROWING CORPORATION 
ACMIL 
ACROW AUSTRALIA 
·ADELAIDE BRIGHTON CEMENT 
ADELAIDE STEAMSHIP co 
·ALCAN AUSTRALIA 
·AMATIL 
·AMCOR 
·AMPOL PETROLEUM 
·APEX OIL NL 
·AUST FINANCE & SECURITIES 
·AUST NEWSPRINT MILl-S 
·AUSTRALIAN INVESTORS CORP 
·AUSTRALIAN NATIONAL INDUST 
·AUSTRALIAN NATIONAL INDUST 
·AUSTRALIAN PROV NEWPAPERS 
·A.P.A HOLDINGS 
·BALLARAT BREWING 
·BELLGROUP 
·BHP 
-BLACKMORES 
·BMI 
·BORAL 
·BRADFORD KENDALL 
·BRAMBLES INDUSTRIES 
·BRASH HOLDINGS 
·BRICK & PIPE INDUSTRIES 
·BRIDGESTONE AUSTRALIA 
·BRISTILE 
'BROADLANDS FINANCE 
·BURNS PHILP 
·BURTWAY 
·CALSIL 
-CARLTON & UNITED BREW 
·CENTRO PROPERTIES 
·CENTURY DRILLING 
·CHARLES DAVIS 
'CHRYSLER AUST ( MITUBISHI) 
'CITISTATE INTERNATIONAL 
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TREATMENT OF PDIT: 
NM • NOT MENTIONED 
EX = EXCLUDED 
IN • INCLUDED 
TYPE OF DATE OF 
TRUST DEED DEED 
CON Dec-79 
DEB Jun-68 
CON Oct-91 
DEB Jan-75 
DEB May-73 
DEB Aug-76 
DEB Jun-68 
CON Feb-SO 
CON Aug-87 
DEB Nov-74 
DEB Oct-67 
CON Apr-88 
UNS Nov-14 
CON Sep-80 
BANK Feb-92 
UNS Jul-88 
DEB Oec-19 
UNS Jul-74 
DEB Oct-78 
BANK Feb-90 
UNS Apr-74 
CON Jun-87 
DEB Jun-68 
UNS Jul-82 
CON Nov-90 
CON Jun-76 
CON Mar-87 
CON Jan-82 
DEB Aug-75 
CON Apr-88 
UNS Sep-81 
DEB Apr-71 
DEB Feb-67 
BANK Sep-90 
BANK Jan-91 
BANK Apr-92 
DEB May-77 
CON Aug-87 
PDIT, IN 
EX, NM 
NM 
NM 
NM 
NM 
NM 
EX 
NM 
NM 
IN 
EX 
NM 
NM 
NM 
IN 
EX 
NM 
EX 
EX 
NM 
NM 
.NM 
EX 
NM 
NM 
NM 
NM 
IN 
EX 
NM 
NM 
EX 
NM 
NM 
NM 
NM 
NM 
IN 
IN 
Table 13 - Continued 
NAME OF TYPE OF DATE OF PDIT, IN 
BORROWING CORPORATION TRUST DEED DEED EX, NM 
CITY & SUBURBAN PROP'S DEB Mar-73 NM 
CLYDE INDUSTRIES CON Dec-80 NM 
COCA COLA AMATIL UNS Nov-91 NM 
COLES MYER UNS Sep-85 NM 
COLLY FARMS COTTON CON May-87 NM 
COMALCO DEB May-70 EX 
COMMONWEALTH BANK UNS Apr-85 NM 
COMMONWEALTH INDUST GAS DEB May-77 NM 
COMREALTY CON Sep-87 NM 
CONSOLIDATED PAPER IND 1 T BANK Ju!-92 NM 
CONTAINERS DEB Nov-68 NM 
COURAGE BREWERIES DEB Jun-67 NM 
CRUSADER CON Jun-89 NM 
CSR CON Nov-80 EX 
CSR CON May-87 EX 
C-C BOTTLERS CON Apr-87 IN 
DALGETY AUSTRALIA DEB Jul-70 NM 
DALTON BROS HOLDINGS DEB Jun-69 NM 
DATA CRAFT CON Jun-90 NM 
DAVID JONES FINANCE DEB Oct-74 NM 
DAVID JONES DEB Nov-69 NM 
DAVID SYME & CO DEB Aug-67 NM 
DEFIANCE MILLS CON Jun-81 EX 
DEFIANCE MILLS CON Apr-88 NM 
DRG AUSTRALIA (MCLARENS) DEB Jun-'71 NM 
D.J PROPERTIES UNS Mar-72 NM 
EDWARDS DUNLOP CON Jan-81 NM 
ELDERSIDE FINANCE DEB Aug-83 NM 
ELTIN BANK Jan-89 NM 
EMAIL FINANCE DEB Feb-79 NM 
ENACON CON Nov-81 NM 
ENT BANK Feb-91 NM 
ENTRAD CORPORATION UNS Aug-81 NM 
EQUITICORP FIN SERVICES DEB Jul-86 EX 
EQUITICORP TASMAN CON Feb-86 NM 
ESPLANADE DEVELOPMENTS DEB Sep-80 EX 
EVANS DEAKINS INDUSTRIES BANK Oct-90 EX 
E.Z INDUSTRIES DEB Apr-75 EX 
FIELDER GILLESPIE DAVIS CON Jan-81 EX 
FIRST NATIONAL RESOURCES BANK Jan-86 NM 
FLETCHER CHALLENGE BANK Mar-87 NM 
G & P HOTELS CON May-88 NM 
GAZAL CORPORATION BANK Ju!-92 NM 
GEM PROPERTY TRUST BANK May-91 NM 
GORDON AND GOTCH (AUST) DEB May-75 NM 
GROUP ENGINEERING CON Jul-73 NM 
G.J COLES DEB Feb-70 NM 
HOOKER CORPORATION DEB May-73 NM 
HUDSON CONWAY CON Dec-88 NM 
HUMES UNS Oct-68 NM 
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Table 13 - Continued 
NAME OF TYPE OF DATE OF 
BORROWING CORPORATION TRUST DEED DEED 
INDUSTRIAL INVEST CORP CON May-86 
INDUSTRIAL SECURITIES DEB Sep-91 
INTERCHASE CORPORATION CON Jun-87 
JAMES HARDIE INDUSTRIES UNS Jul-81 
JEFFCOTT HOLDINGS CON Dec-88 
JEFFCOTT INVESTMENTS CON Dec-88 
JENNINGS INDUSTRIES CON May-73 
JENNINGS CON Jun-81 
JOHN LYSAGHT (AUST) DEB Oct-70 
JOHNS PERRY UNS Nov-80 
JOHNS PERRY DEB Dec-69 
J. GADSDEN AUSTRALIA DEB Feb-75 
KALAMAZOO CON Feb-89 
KEMTRON CON Mar-74 
LEND LEASE CORPORATION CON Jun-86 
LION NATHAN UNS May-92 
LOMBARD AUSTRALIA DEB Feb-74 
MAYNE NICKLESS CON Dec-80 
MAYNE NICKLESS DEB Jun-'70 
METAL MANUFACTURES DEB May-75 
STEELMARK DEB Feb-71 
MILDARA BLASS BANK Jun-91 
MINPROC CON Jun-88 
MONIER DEB Dec-71 
MURPHY CORPORATION CON Nov-88 
M.S MCLEOD HOLDINGS CON Jan-92 
NAB CON Mar-8'7 
NATIONAL CONSOLIDATED BANK Mar-91 
NATIONAL FOODS BANK Aug-91 
NBA PROPERTIES DEB Oct-72 
NEWS CORPORATION CON Dec-86 
NORTHERN STAR HOLDINGS UNS Sep-89 
NRMA FINANCE DEB Jun-73 
OAKBRIDGE DEB Jan-69 
OAKBRIDGE CON Nov-88 
OLEX CAE~":S DEB Nov-74 
OLYMPIC CONSOLIDATED IND DEB Nov-'74 
PACIFIC DUNLOP AUSTRALIA DEB Apr-75 
PACIFIC MUTUAL (HAMFORD) CON Dec-84 
PALINGS HAYWARD GROUP UNS Nov-83 
PALMER CORPORATION BANK Oct -89 
PANFIDA CON Mar-8'7 
PARAGON RESOURCES NL BANK Dec-87 
PARRY ESPLANADE UNS Jun-'76 
PAYCE CONSOLIDATED CON Mar-8'7 
PEKO-WALLSEND CON Dec-80 
PIONEER CONCRETE SERVICE UNS Jun-19 
P.CLELAND ENTERPRISES BANK Jun-91 
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Table 13 - Continued 
NAME OF 
BORROWING CORPORATION 
QCT RESOURCES 
QUALITY PACIFIC 
QUEENSLAND ALUMINUM 
QUEENSLAND PRESS 
QUEENSLAND UNITED FOOD 
QUF INDUSTRIES 
RAC FINANCE (WA) 
RAC VICTORIA 
READY MIXED CONCRETE 
RENISON GOLDFIELDS 
REPCO CORPORATION 
RIBLOC GROUP 
RIDL~Y CORPORATION 
SABCO 
SAPHOR BUILDING TRUST 
SEPPLETS (B) & SON 
SHINE FISHERIES 
SIDDONS RAl>iSET 
SIMSMETAL 
SOUTH AUSTRALIA BREWING 
SOUTHERN CROSS 
SUNSHINE BROADCASTING 
TASWEST 
TELECASTERS NORTH QLD 
THE UNION GOLD MINING CO 
TNT 
TONY BARLOW 
TOOHEYS 
TRANSPEC 
TRUST COMPANY OF AUST 
TUBEMAKERS OF AUSTRALIA 
VILLAGE ROADSHOW 
vox 
WACO INTERNATIONAL 
WALDEN PROPERTIES 
WALTONS 
WESGCJ 
WESTPAC PROPERTIES 
WHITT AKERS 
WOOLWORTHS 
WORMALD INTERNATIONAL 
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TYPE OF DATE OF 
TRUST DEED DEED 
CON 
UNS 
DEB 
CON 
DEB 
BANK 
DEB 
DEB 
DEB 
CON 
CON 
CON 
CON 
UNS 
UNS 
DEB 
CON 
CON 
BANK 
CON 
CON 
CON 
CON 
CON 
BANK 
UNS' 
CON 
DEB 
CON 
BANK 
DEB 
BANK 
CON 
BANK 
CON 
DEB 
BANK 
CON 
CON 
CON 
CON 
Dec-88 
Dec-89 
Jun-72 
Jun-82 
Jun-72 
Jul- 92 
Feb-89 
Dec-84 
Oct-72 
Sep-86 
Jun-83 
Dec-89 
Jan-92 
Mar-83 
Apr-90 
Mar-72 
Mar-88 
Jun-83 
Oct-91 
Oct-90 
Sep- 91 
Dec-91 
Oct-89 
Jan-93 
Jun-92 
Jan-76 
Jul-87 
Jul-75 
May-76 
Jul-91 
Sep-74 
Dec-92 
May-88 
Nov-92 
May-85 
Oct-68 
Mar-88 
Jun-86 
Dec-81 
May-81 
Jun-81 
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